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TRUSTEE SAVINGS BANKS 
IN SCOTLAND 


CERTIFIED 
UNDER 
THE ACT OF 


The Trustee Savings Bank 
Movement had its origin 
in Scotland. 


The first Trustee Savings 
Bank was founded in 1810 in 
the parish of Ruthwell, near 
Dumfries. 


To-day the Total Funds of 
the Trustee Savings Banks 
Exceed £350,000,000 


THESE BANKS ARE UNDER GOVERN- 
MENT SUPERVISION. 


THEY EXIST FOR THE SOLE BENEFIT 
OF THE DEPOSITOR. 


THEY OFFER A COMPLETE SERVICE 
FOR SAVING 


( vii) 


FUNDS AT NOVEMBER 20, 1940 


Glasgow . 
Edinburgh 
Aberdeen 
Dundee . 
Paisley 

Perth 

Falkirk 
Kirkcaldy 
Stirling 
Inverness 
Dunfermline . 
Arbroath 
Galashiels 
Hawick . 
Montrose 
Rothesay 
Cupar, Fife 
Dalkeith 
Kelso 
Alexandria 
Jedburgh 
Laurencekirk 
Campbeltown 
Helensburgh 
Castle Douglas 
Nairn 
Kirkintilloch 


Newburgh, Fife 
Thornhill, Dumfries 


Kingussie 
Coldstream 
Innerleithen . 


. £44,457,000 


21,984,000 
14,840,000 
9,598,000 
5,229,000 
4,473,000 
3,144,000 
2,754,000 
1,372,000 
1,172,000 
1,083,000 
931,000 
899,000 
869,000 
850,000 
742,000 
715,000 
395,000 
250,000 
219,000 
218,000 
215,000 
182,000 
165,000 
161,000 
145,000 
113,000 
49,000 
41,000 
39,000 
32,000 
28,000 


THE SENIOR SAVING SERVICE 
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A Banker’s Diary 


THE following message from the King to Lord Kindersley 
was read at a luncheon given by the Chancellor of 
the Exchequer at the Connaught Rooms 

The First to celebrate the raising of the first 

potent £T,000,000,000 in the War Savings Cam- 

paign since November, 1939 : 

“Only eighteen months ago I was able to send 
you my congratulations on the investments due to the 
War Savings Campaign having reached the imposing 
total of one hundred million. To-day, that figure has 
been increased tenfold; no less a sum than one 
thousand million has thus been made available for the 
prosecution of the mortal struggle in which we are 
engaged. 

“ This vast achievement has meant stern sacrifices 
by men, women and children throughout the land, 
and devoted and tireless work by those responsible 
for the Campaign. There could be no better proof 
of the steadfast resolve of the whole country to per- 
severe until final victory. -GEORGE R.I.”’ 

In congratulating the Savings Movement on_ its 
achievement, Sir Kingsley Wood said : 

“It must, I think, have been a unique occurrence 
for an invitation card to include a token so striking as 
the sum of one thousand million pounds, the reality of 
which almost eludes the grasp of most of us. It is said 
that when the Prime Minister's father occupied my office, 
and had occasion to be instructed in certain decimal 
fractions, he expostulated against ‘ those damned dots.’ 
I am afraid it falls to my lot to exercise a good deal of 
patience with ‘these damned noughts.’ ”’ 

“In contemplating this magnificent result of 
{1,000,000,000 raised since the opening of the Wat 


Savings Campaign in November, 1939, the very size and 
extent of the achievement almost serves to defeat our 
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ability to understand its meaning. True comparison with 
the results in the last war is not easy, because the Cam 
paign for small savings did not then get under way until 
1916, but when I remind you that the total sum raised 
in small savings from the beginning of that Campaign 
to the end of IQIO Was t 27 f Of 10 OOO OT LO 1S. od. per head 
of the population then concerned, you will see how we 
have more than matched the higher cost of this war with 
i greatly increased momentum of saving. The sum ol 
{ T,000,000,000, which we have reached in less than two 
years, represents more than #20 per head for the total 
population of the United Kingdom, including men, 
women and children of all ages and of all sections of the 
community. The average for each ellective saver must, 


of course, be considerably higher. 


NATIONAL Income figures are unbelievably tricky, and 

on further consideration perhaps the only safe conclusion 

to be drawn from the White Paper statistics 

Sharing the j-; that they had better not be used at all 

National “eae : a ae ; 

; for comparing changes in the relative shares 
income ’ : ; ‘ 

of the various factors of production. At 

any rate, it would appear that the mere fact of indirect 

taxation having been explicitly deducted from one side of a 

balance sheet does not mean that it is excluded from the 


other. The laws of the curious arithmetic of this branch 
of economics demand that it be deducted /wice to get rid 
of it altogether. This seeming paradox can most easily 


be understood if one imagines an increase in Government 
expenditure financed entirely by an increase in indirect 
taxation. In this case the increase in expenditure would 
be exactly oftset by the deduction of the additional 
indirect taxation. There would be no change eithe1 
in total money income or its distribution, yet real incomes 
would have been reduced by the additional indirect 
taxation, and in proportions dependent on the incidence 
of this extra burden. It is clearly necessary, therefore, 
to modify on this account some of the conclusions reached 
last month, and in this respect an apology is due to 
Mr. N. Kaldor, whose conclusions in the /conomz 
Journal were criticised on this and other grounds. hi 
that article, Mr. Kaldor did not attempt to allocate the 
tax burden—no doubt very wisely, for too little is known 
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about the distribution of direct taxes between different 
types of income, far less about the burden of indirect 
taxation, to permit more than a reasonable guess about 


changes in net incomes. As a tentative estimate, the 


following figures may be of interest 


INCREAS! Is i BEFORE AND AFTER TAXATION BETWEEN 193% 
ND THE LAST OUARTER OF LQ40 
Millions 
Net Net 
Gro Rate of Increase Net Increase Increase 
Pype ot Increase in Taxation Increase asa as a 
Lrcorne in in Percentage Percentaxe 
\nnoual ‘In \nnual ol 1935 for 
Kates Direct direct) Total) Kates Income Groups 
Kent ) ; 10 O5 15 12.8" | 
Profit) and rs! 
Interest 00 105 »5 a iv 15 } 
Salarie » 20) o ( o +8) : 
thar 13 yO I Lio 
Wave poo >= 150 175 E I 3 sf 
Potal 1.000 375 »>5 000 $O4 oO. 
Potal Increase in indirect taxes, 4330 Millions. but there was an increase 
nbsidies, 4105 Millions, hence vet increase in indirect taxation, £225 Million 


[t will be seen that total income is now estimated to 
have risen only 9.1 per cent. (instead of 11 per cent.), 
wages 12.3 per cent. (18.5), and profits 15 per cent. 
While this conclusion is undoubtedly much nearer the 
truth, it will be seen that it depends entirely on the way 
in which the tax burden is distributed between the 
different factors. This is a very conjectural business. 
in particular, the allocation to wages of as much as 
(150 millions of the increase in indirect taxation may 
seem debatable when it is remembered that the net 
increase of £225 millions represents an actual rise of 
(330 millions offset by £105 millions of subsidies which 
inust in the main have benefited the wage-earners. 
Unfortunately, a very slight adjustment under this head 
inakes an important difference to the conclusions. If 
only #20 millions of taxation is shifted from wages to 
profits, then the net increase in both is exactly equal 
at just over 13 per cent. If £50 millions is transferred, 
profits would appear to have risen by only 10.7 per cent. 
ind wages by 15.2 per cent. ; in other words, the original 
proportions are reversed. Probably the most one can say 
is that there was a net increase in both categories, in 
proportions which were not widely different. 
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In reply to enquiries, Mr. Harcourt Johnstone, M.P., 
secretary of the Department of Overseas Trade, has now 
given an interpretation of the export policy 
—— laid down in the White Paper, particularly 
United A as affecting exports to the United States. 
“In order to import the great volume of 
munitions and other vitally important goods which we 
wished to obtain from the U.S.A.,” he pointed out, ‘‘ the 
United Kingdom was obliged, so long as the rule of cash 
and carry prevailed, to force out to the U.S.A. the maxi- 
mum volume of exports. This was one of the purposes of 
the so-called ‘ export drive ’ of the early months of 1940 ; 
and when the collapse of France made necessary con- 
centration upon the production of war materials, and 
exports had to be more carefully husbanded, the U.S.A. 
remained the most favoured market.” . . . The change of 
policy under Lease-Lend has inevitably caused many 
difficulties, and has led to a good deal of misunderstand- 
ing. ‘‘ It has been baffling to United Kingdom exporters 
to find that some of their long-prepared plans to earn 
much-needed dollars must now be dropped. But the 
national gain is immeasurable. We are now in a position 
to obtain many essential imports without the necessity 
of finding dollars for them, and in this way we are enabled 
to save some of the energies which had formerly to be 
devoted to the export trade and turn them to more direct 
war purposes. It is from the point of view of a war 
economy, a gain and not a loss, that we need no longer 
send scarce materials across the Atlantic in order that they 
may be turned into dollars and come back in the shape of 
munitions of war, but can devote them directly to the 
manufacture of war supplies here.”’ 


So far Mr. Johnstone’s statement is merely a reaffirma- 
tion of the general principles which have repeatedly been 
laid down in THE BANKER. However, Mr. 

Raw Johnstone proceeds to indicate the detailed 
Materials applications of these principles to our chief 
—— exports to the United States. By a for- 
produced tunate chance, it so happens that the main 
items do not depend to any great extent on 

imported raw materials, and for this reason it should be 
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possible to cover some of our dollar requirements by 
continuing a flow of exports without prejudice to the war 
effort. “‘ The main traditional United Kingdom exports 
to the U.S.A.,’’ Mr. Johnstone points out, “‘ are, of course, 
whisky, raw wool, woollen goods, linen, some specialities 
in cotton, apparel and tin. . . . These exports are, to an 
unusual extent in British trade, largely made from home- 
produced material. Home consumption has been dras- 
tically reduced in some cases, of which the main examples 
are whisky, wool, and linen, in order to free the resources 
for export. Upon the matured stocks of whisky there has 
been a severe drain. 

‘“‘ A general picture of the trend of the export trade 
can be obtained by a comparison of eight months of 1940 
and 1941 with the same period in 1939. Exports of 
leather goods and of tin were in both years smaller than 
in 1939, the exports of cotton goods and of apparel 
remained much the same, but those of woollen goods were 
greater, while the exports of wool, skins, and earthenware, 
already greater in 1940 than 1939, were much greater in 
1941 than 1939. Exports of whisky and linen goods, 
however, which were much greater in 1940 than in 1939, 
were not in 1941 to the same extent above the 1939 level. 
These ten headings cover about two-thirds of our trade 
with the U.S.A., and are substantially unaffected by the 
considerations which H.M. Government had in mind in 
adopting the policy set out in the White Paper on the use 
of materials received under the Lease-Lend Act.” 


THROUGHOUT September and the first half of October, 
the banking and credit position was dominated by the 
absence of a National War Bond tap 

— issue, the 1946-8 series having been with- 
Investments “awn in the middle of August, while their 
new successor, the 1949-51 issue, was not 

announced until October g. In the intervening period, 
the Treasury was forced to rely to an exceptional extent 
upon floating debt. From August 30 to September 30 
expenditure amounted to as much as {401.5 millions (an 
average of {13} millions daily), towards which revenue 
contributed only {124.1 millions, leaving a current 
deficit of {277.4 millions. The need for floating debt 
finance was accentuated by the comparative unpopu- 
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larity of the relatively long-dated 3 per cent. Savings 
Bonds, 1955-65, and by the fact that small savings 
remained under the depressing influence of holiday 
spending. Thus it is not surprising that the floating 
debt in September showed a record expansion of {201 
millions. Treasury deposit borrowing has been on a 
heavy scale, the demand on the banks in the first week 
of October being raised to the spectacular figure of {£70 
millions, of which at least £30 millions would represent 
fresh money. This extensive resort to floating debt 
finance was reflected in a spectacular jump in clearing 
bank deposits during September of {117.4 millions—a 
record increase for any one month—to the new high 
level of £3,114.5 millions. 


CLEARING BANK RETURNS 


(£ millions) 
September, Change on Change on 
1941 Month Year 
Deposits ‘i a 3,114.5 +117.4 +517.8 
Cash .. ie re 330.0 + 13.8 + 41.8 
Call money... re 134.0 - 5.5 - 9.7 
Discounts - r 315.1 + 49.2 — 86.2 
Treasury deposits... 531.0 + 62.5 + 439.5 
Investments .. a 939-3 + 4.1 242.2 
Advances - ss 826.2 - 11.8 —1I10.6 
Acceptances .. - 101.5 I.0 — 17.5 
o/ 0/ 0/ 
/O /O0 /0 
Cash to deposits cn 10.59 + 0.04 — 0.51 


It will be seen that almost the entire counterpart of 
the additional deposits is provided by discounts and 
Treasury deposit holdings. In sharp contrast with the 
previous rapid upward trend, at the rate sometimes of 
over £30 millions a month, investments show the negli- 
gible increase of only £4.1 millions. This is the more 
striking in view of the further sharp drop of £11.8 millions 
in advances, which are now as much as {113 millions 
below the level of investments. The net result of these 
movements is that the combined ratio to deposits of the 
two main earning assets has now fallen as low as £56.7 
millions, as compared with a pre-war norm of 70 per cent. 
On the other hand, in a single month the ratio of the 
four “liquid assets’”’ has shot up from the already 
abnormally high level of £39.7 millions to as much as 
42.1 percent. From this abnormal and highly unremu- 
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nerative distribution of assets, it is clear that the banks 
must have considerable arrears of investment buying to 
make up, which should be reflected in substantial sub- 
scriptions to the new War Bond issue. It is interesting 
to speculate what investment policy the banks might 
have followed had the announcement of a fresh short- 
medium stock been delayed for several months. In the 
meantime, it will be noted that the general improvement 
in gilt-edged prices which established a ready market 
in the early War Bond issues by floating them off par, 
and which also made possible more favourable terms on 
the new War Bonds, owed little or nothing to bank 
purchases of securities in the open market. It was, on 
the other hand, very directly associated with the expan- 
sion in bank deposits and the increased pressure of 
investible funds generated by this addition to the public’s 
holding of liquid assets. 


TuE holiday spending that has had so depressing an 
effect on savings is also without doubt mainly responsible 
for the continued rise in the note circula- 
More Note tion, which has been one of the chief 
oo influences on the credit position in recent 
weeks. In the four weeks to October 22, 
as will be seen from the table below, the note circulation 
shot up by {17.1 millions to yet another high record of 
{688.5 millions, an expansion of {95.3 millions on the 
year. In the corresponding weeks of 1940 there was 
actually a decline of £11.5 millions. It will be noted that 
the Reserve, which was replenished as recently as the 
beginning of September by the latest increase of {50 
millions in the fiduciary issue, has already been reduced 
by this continued drain of notes substantially below the 
{50 million mark, so that some of the recently created 

notes have already made their way into circulation. 

ANALYSIS OF BANK RETURNS 
(£ millions) 


Note Govt. Bankers‘ 

Circulation Reserve Securities Deposits 
sept. 24 .. i 671.4 60.5 129.1 133-9 
Cet. £ x is 677.8 54.0 124.6 122.3 
wikia - 683.3 48.3 138.5 126.5 
ae is is 686.1 45.60 I41.g 128.2 
aii 688.5 43.1 142.2 116.8 
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The sharp rise in Government securities in the first week 
of October undoubtedly reflected Ways and Means 
borrowing necessitated by the temporary closing of the 
National War Bond tap. The alternative would, of 
course, have been to increase the amount of borrowing 
against other forms of floating debt. Treasury deposit 
issues were, in fact, raised sharply to the record level of 
£70 millions, but it is noteworthy that the authorities 
appear to have decided against any increase in the weekly 
offer of tender Treasury bills, which remains restricted to 
the level of £75 millions, to which it was first raised in the 
middle of August. Public deposits were, of course, running 
at very low levels until the opening of the Warships Weeks 
drive. The fact that there was actually a further slight 
decline in the week to October 15 suggests that the 
initial subscriptions of {31.2 millions to the new tap issue 
must have been transferred very largely by the encash- 
ment of Treasury deposits before maturity. 


It is announced that Lazard Bros. & Co. have completed 
negotiations for the purchase of a large holding in A. W. 
_ Bain & Sons, Ltd., a well-known firm of 
— § insurance brokers operating in London and 
amas the provinces. It is understood that the 
insurance business will be continued on the 
same lines as heretofore, Mr. John Bain remaining as 
chairman and managing director. Additional directors 
will be Major-General the Hon. Maurice Wingfield, who is 
relinquishing his appointment as Director of Quartering, 
and Mr. G. F. Thorold, of H. C. Bevan & Co., Ltd., a 
leading life assurance brokerage house in the City which 
will become a wholly owned subsidiary of A. W. Bain and 
Sons, Ltd. While banking and insurance necessarily 
work in close association, this establishment of a financial 
link represents an interesting departure, though it is 
perhaps not so entirely without precedent as is assumed. 
It may be that development in this direction represents 
one form of adjustment (with special reference to the 
finance of devastated industry in the post-war re- 
construction period) to the decline in international 
business which has hitherto been the main activity of the 
merchant banks. 
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How Goes “The Gap”? 


T is now six months since Sir Kingsley Wood brought 
Ji: a budget explicitly designed to close the “ infla- 

tionary gap,”’ and with the figures for the first half of 
the financial year before us it is possible to form some 
idea whether this aim promises to be achieved. While 
the Budget was undoubtedly a vast improvement on its 
predecessors, the Chancellor’s claim to have closed the 
gap with his increases in direct taxation was expressly 
made subject to two conditions: first, there must be no 
further rise in domestic costs ; secondly, the additional 
taxation must be supplemented by an increase of 
£200/300 millions in personal savings. In the meantime, 
the rise in basic wage rates has continued merrily, not- 
withstanding the subsidization of the cost of living 
index ; and small savings, after continuing their upward 
trend very satisfactorily in the first quarter of the financial 
year, have relapsed very sharply in the second quarter to 
no more than the level of a year earlier. On the Chan- 
cellor’s own showing, this would seem to raise a distinct 
presumption that some measure of inflation was no longer 
a mere contingent possibility but an accomplished fact. 
Nevertheless, Sir Kingsley has no doubts or questionings. 
‘‘ From such indications as are available,’”’ he holds, “‘ I 
think we may say to-day that the object which I set 
before the country six months ago, that is, to finance the 
war by methods which would hold the dangers of in- 
flation in check, has so far been achieved.” 

The Chancellor made this claim when moving the 
third £1,000 millions vote of credit, an occasion which 
provided a convenient opportunity for an interim report 
on the financial position. Sir Kingsley illustrated his 
remarks by a review of the sources of war finance in the 
first two years of war. In that period, he pointed out, 
total expenditure was some {7,018 millions, of which 
£5,668 millions was on war services, while current revenue 
provided {£2,785 millions, or 40 per cent. of the total. In 
addition {150 millions was required for debt redemption, 
raising the revenue deficit to £4,383 millions. The 
Chancellor then gave the following set of percentages 
showing the various sources from which this gross deficit 











iow 


» 7 ¢ : 
fe ee SY ia le nc Ni a a OR re a ee, 


Pd wan nc Nn 


| 
| 
| 





aw ——— y —o a commenti = ~~ 





HOW GOES “THE GAP” ? 7 


had been covered : 
Realization of gold and foreign exchange weit 


and extra-budgetary receipts + ‘a 17% 
Small savings .. 
Subscriptions to medium and long- term issues .. 33% 
Treasury bills and Treasury deposit receipts taken 

up by the banks and other financial institutions . 26% 
Of which Treasury deposit receipts . 12% 


While these figures have only the most indirect 
relevance to the detection of inflation, they are of con- 
siderable interest as in effect a continuation of the analysis 
of the sources of war finance contained in the first part of 
the White Paper. From them it is possible to obtain by 
subtraction the figures for the six months from March to 
August this year. Before this is done, however, certain 
adjustments are necessary, while even then the result is 
subject to a fair margin of error. In the first place, it will 
be seen that Sir Kingsley’s percentages add up only to 
97. The remaining 3 per cent. is equivalent to £131 
millions, of which £100 millions is clearly accounted for 
by the increase in the fiduciary issue, while the remainder 
must be presumed to represent a draft on departmental 
balances. Since these balances declined by £70 millions 
in the first eighteen months of the war, it follows that they 
rose by £39 millions in the succeeding six months. In 
other words, “‘ true ’’ expenditure in that period exceeded 
apparent expenditure to that extent. On the other hand, 
the White Paper analysis shows subscriptions to public 
issues net, that is after deduction of securities redeemed or 
any addition to the gilt-edged holdings of the public 
departments, so that the £150 millions of debt redeemed 
must be excluded. After these adjustments, the Chan- 
cellor’s figures may be summarized as in the following 
table, which continues the White Paper analysis from 
the end of February up to the end of August. It must be 
realized, however, that the figures can be no more than 
approximate. On the one hand, the Chancellor’s per- 
centages are in round figures. Since 1 per cent. of £4,380 
millions is close on £44 millions, every figure which is not 
capable of independent verification should really be 
given + £20 millions. This is a very substantial margin 
of error in the case of the figures for the final six months, 
which are the only new data derived from the statement. 
Secondly, the White Paper points out that the figures for 
the half-year to February, 1941, were given subject to 
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subsequent revision in detail. Any important amend- 
ments to these figures would also substantially affect the 
picture for the final half-year. 
SouRCES OF WAR FINANCE 
(£ Millions) 
Twelve Months: Six Months: 
Sept. 1, Sept. 13, Sept. 1, March 1, 
1939, to 1940, to 1940, to 1941, to 
Aug. 31, Aug. 31, Feb. 28, Aug. 31, 











1940 1941 1941 1941 
‘ True "’ expenditure 2,597 4,540 2,074 2,316 
Less Revenue. . a 1,148 1,637 837 800 
1,449 2,903 1,237 1,516 
Less extra-budgetary 
receipts and sale of 
E.E.A. assets z4 297 448 294 154 
Borrowed through 
sterling public loans 1,152 2,455 943 1,362 
Small savings a 353 568 262 306 
Other issues (net) .. 261 1,185 385 650 
r.D.R. a oi 30 496 325 17! 
freasury bills held by 
market (net) a 458 156 -29 185 
Fiduciary issue (incr.) 50 50 “= 50 
1,152 2,455 943 1,362 





Notwithstanding the various caveats which have 
been mentioned, the derived figures for the final six 
months do present the kind of picture one would expect 
and probably come fairly near the truth. The estimates 
of small savings, other issues and Treasury deposit 
receipts agree very closely with the published figures for 
the period and fair confidence can therefore be placed 
in the remaining items. It will be noted that the com- 
bined figure for extra-budgetary receipts and gold losses 
was almost halved in the latest half-year at £154 millions. 
As such funds as the unemployment insurance fund must 
be accumulating resources at an ever-increasing rate, 
the indication is that gold losses, thanks to Lease-Lend, 
were reduced from {204 millions in the preceding half 
year to the order of {50 millions or even less. The 
estimated increase in non-official holdings of Treasury 
bills is also very much what one would expect. In the 
preceding half year, such holdings actually declined by 
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£29 millions, the sharp fall of £207 millions in the clearing 
banks’ money market assets not being quite offset by 
the investment in Treasury bills of accumulating sterling 
area funds and other balances. In the six months to 
August, on the other hand, the banks’ money market 
assets recovered by {67 millions, as compared with an 
increase of {125 millions in the outstanding tender issue. 
The indication is that Empire central banks have taken 
up some {£120 millions of Treasury bills, of which only 
about half have been tender bills. This is clearly con- 
sistent with the policy known to have been adopted of 
supplying Empire central banks with tap bills. It will 
be noted that although the sterling area must be piling 
up London funds at an annual rate of at least {500 
millions, sterling area holdings of Treasury bills seem to 
have been expanding at an annual rate of only around 
£250 millions. In other words, about half of the accumu- 
lating balances have been used for repatriation of sterling 
debt, of which the latest example is the redemption of 
four South African loans to an outstanding total of 
£40 millions, of which about three-quarters is held in 
this country. 

So much for the details of the figures. As has been 
said, an analysis of the sources of war finance can throw 
little or no light on the success or failure of financial 
policy. Buoyant revenue may help to keep down the 
national debt, but makes no net contribution towards 
the finance of the war if it is paid out of savings, past 
or current. Similarly, bumper savings are not altogether 
an encouraging sign if the savings have been generated 
by inflation, while on the other hand floating debt 
finance is not inflationary if the public desires to hold 
its savings in the form of bank deposits. Nevertheless, 
the Chancellor argued that the figures are encouraging 
in various ways. He pointed out, for example, that in 
the last war current revenue provided less than a quarter 
of total expenditure, as compared with 4o per cent. in 
the past two years. While this is true enough so far 
as it goes, it has to be realized that revenue can vary 
in quality as well as quantity and that the only revenue 
which genuinely helps to prevent inflation is that which 
has its counterpart in a curtailment of consumption. 
As the Chancellor himself showed, so much of the 
increased taxation has been levied upon the higher 
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incomes, rather than upon those incomes which are 
benefiting from the Government expenditure, that if 
taxation were now increased to leave nobody with more 
than £1,000 a year or his present net income, whichever 
is the less, the yield would be no more than {106 
millions. This in itself suggests that much of the addi- 
tional revenue will merely have gone to reduce the 
margin of savings of those affected. Certainly it will 
not have had its counterpart in a curtailment of spending 
on the really scarce things, such as food, as opposed to 
those things which make little demand on current 
resources, such as entertainment. 

What is more serious is that the raising of much of 
the additional revenue, far from helping to release 
additional resources for the war effort, actually has a 
deterrent effect on war production. This is especially 
true, for example, of the incidence of 100 per cent. 
E.P.T. on the wasting assets industries. But it probably 
applies also to all E.P.T. in excess of 50.60 per cent., 
since the incentive to make the most economic use of 
resources is seriously weakened, once a firm has passed 
its E.P.T. standard, by the fact that the loss due to 
waste and inefficiency then falls upon the Treasury 
rather than the shareholder. It is indisputable, for 
example, that employers are much more ready to keep 
on their pay-roll workers for whom no immediate work 
is available, because it is convenient to have a labour 
force ready to hand if and when it should be wanted, 
than they would be if the payment of these idle workers 
were a direct charge upon profits. Similarly, we have 
reached a point at which high rates of taxation exert 
a deterrent on individual output. A particularly flagrant 
case is the joint assessment of married couples, which 
removes all incentive for married women to take up jobs 
in industry at normal wages when any addition to the 
combined income is subject to taxation at Ios. in the 
pound. Even though one of our most urgent needs is 
to attract the greatest possible number of women into 
industry, this object is entirely defeated by the tax 
system. And any proposal for separate assessment 
would certainly be resisted by the Treasury on the 
ground that we could not “ afford ’’ the resulting loss of 
revenue. For the sake of minimizing the budget deficit, 
in other words, war production must be kept down 
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below its potential maximum, even though the only 
rational reason for collecting revenue at all is to pay 
for the war. 

Secondly, the Chancellor described the amount collected 
from small savings as a remarkable achievement. While 
it is certainly an achievement which is highly creditable 
to Lord Kindersley and his helpers, it is time to admit 
frankly that there has been little cause for satisfaction 
with current savings for the past three months. In the 
July-September quarter, as will be seen from the following 
table, subscriptions declined sharply to £131.6 millions, 
a decrease of 25 per cent. on the figure for the previous 
quarter and scarcely more than the total for the corres- 
ponding quarter of 1940, when the national income was 
running at much lower levels : 


SMALL SAVINGS: QUARTERLY TOTALS 


1940 1941 

£m. £{m. 
Jan.—March - 89.2 160.7 
April—June .. sa 124.6 176.3 
July—Sept. .. ea 129.4 131.6 
Oct.—Dec. .. ro 135-7 —- 


Various special factors are adduced to explain the 
disappointing showing of recent months. The decline 
itself is ascribed to holiday spending, while we are told 
that last year’s figures were exceptionally high owing to 
special Savings Weeks. None of this can alter the funda- 
mental fact that, whatever the cause, savings appear to 
be inadequate and certainly now show little sign of 
achieving that expansion of £200-300 millions for the 
year on which the Chancellor was relying to close the 
inflationary gap. 

The relapse in the savings figures themselves would 
not matter if there were any reason to suppose that the 
reduced demand for savings securities was offset by a 
more than corresponding increase in the demand for 
savings in other forms, such as bank deposits. Unfor- 
tunately, this does not appear to be the case. Indeed, 
the most disquieting feature of the reversal of the savings 
trend is that it was so clearly to be anticipated under 
present conditions. As long ago as December last, for 
example, we pointed out that “during the second 
Savings year, the task of the savings movement wil 
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undeniably be immeasurably more difficult than in the 
past twelve months. Our war expenditure is now 
running at levels which even a few months ago would 
have been considered scarcely attainable, and any further 
increase must now be mainly at the expense of civil 
consumption. Whether voluntary savings can be 
expected to increase commensurately at a time when 
the standard of living is being depressed remains to be 
seen.’ It is greatly to be hoped that the new Warship 
Weeks campaign, aided by the earlier blackout and other 
deterrents to spending, will succeed in bringing about 
a substantial recovery in savings throughout the winter 
months. At the same time, it has to be remembered 
that civil consumption has to be still further reduced to 
some extent and that 2,000,000 new income-tax payers 
will become liable for their first payment in November. 
The savings movement is facing an uphill task. 

Finally, Sir Kingsley expressed satisfaction that no 
more than 26 per cent. of our borrowings had taken 
the form of floating debt, of which the new system of 
Treasury deposit borrowing accounted for only 12 per 
cent. This may be a somewhat misleading way of 
expressing the amount of borrowing through the banks. 
In the first two years of war, bank investments rose by 
£336 millions, while deposits showed an increase of £752 
millions notwithstanding a decline of £146 millions in 
outstanding advances to private customers. Allowing for 
the fact that £34 millions of the apparent increase in 
deposits was due merely to a rise in transit items, new 
lending to the Government over this period thus amounted 
to £864 millions. At the same time, the circulation of 
notes in the hands of the public has risen by £160 millions 
(from £483 to £643 millions). In other words, total 
Government borrowing through the banking system has 
actually exceeded £1,000 millions, while the finance of the 
war has entailed an increase of over {900 millions in 
the public’s money holdings. 

Whatever its origin, an additional holding of money is 
just as much saving as an additional holding of any less 
liquid asset. But it is relevant to enquire whether the 
demand for the additional money was spontaneous or 
induced. If the additional credit is needed to satisfy a 
spontaneous desire on the part of the public to increase 
the real value of its holding of liquid assets, then it is not 
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inflationary. On the other hand, inflationary credit will 
ultimately come to rest in somebody’s bank balance (the 
‘‘ multiplier ’’ is not infinite) because the resulting rise 
in prices incidentally diminishes the real value of existing 
money holdings. In the first year of the war there is no 
doubt that there was a very substantial demand for 
additional liquidity, owing to uncertainties and the need 
to meet heavier tax payments in the future. But it 
may be questioned whether this process is still continuing. 
Indeed, the steady rise in basic wage rates makes it 
impossible to argue that rising prices can be explained 
entirely by non-monetary factors, such as increased 
transport costs. Owing to widespread price controls and 
the subsidization of the cost of living index, however, 
inflation now tends to manifest itself less in rising prices 
than in the running down of stocks and ultimately in shop 
shortages and queues. It is the increasing prevalence of 
queues which is the conclusive reason why it is impossible 
to accept the Chancellor’s contention that the gap has 
been closed. 

At present, in other words, we are succeeding only 
in getting the worst of both worlds. Owing to the lack of 
any wages policy in the early stages of the war, and the 
complete frustration of the recently adopted policy of 
stabilization by the refusal of T.U.C. co-operation, it has 
been impossible to avoid inflation altogether. Because of 
this unsound position, on the other hand, the Treasury is 
terrified of paying out money even for purposes which 
would assist the war effort, or of relinquishing revenue 
which is only obtained by impeding the war effort. It is 
this inflation phobia which explains such obviously 
dangerous policies from the view-point of morale as the 
skimping of legitimate claims for compensation or the 
inadequate allowances to soldiers’ families (now fortu- 
nately to be adjusted). It is inflation phobia, too, which 
is largely responsible for the failure to attract workers 
into the war industries by offering attractive wages and 
providing adequate welfare facilities, for the failure to 
attract married women into industry at all. This is the 
true criticism of our methods of war finance hitherto. 
That they have failed in their avowed object of closing 
the gap is a secondary matter ; what is far more import- 
ant is that they are incompatible with the attainment of 
anything like our potential maximum output. 
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Scottish Banks in 
1940-41 


NY effort to give a concise account of developments 
Ai Scottish banking is rendered difficult by the 

paucity of general statistics, and by the widely 
varying dates of publication of the individual balance 
sheets. There is, in fact, only one set of figures for each 
bank in any year and, although each bank follows a settled 
practice in presenting its own figures, these differ inter se, 
particularly in the items cash and call money. Among the 
few figures of national statistics still vouchsafed to us are 
those of retail trade, which have suggested very strongly 
for a long time past that Scotland had benefited both 
from a growth of individual wage packets and from an 
appreciable increase in population, at least in the indus- 
trial area around Glasgow. Despite this, the figures of 
total deposits, given in Table 1, show a rise of only some 
I2 per cent. over two years to the varying dates of the 
latest accounts, as compared with an increase of 22} per 
cent. for the London clearing banks for the year to 
November, 1940, which is approximately the weighted 
average date of the latest balance sheet dates. 

While Scottish manufacturing industry is of a charac- 
ter to benefit especially from demand for munitions of 
war, including ships, agriculture is also an important 
factor. And it is the fact that the position with regard to 
agricultural advances has improved substantially, with 
some resultant reduction in advances and deposits. 
Probably, however, this development has been more in 
evidence in recent months than in the period under 
review. A contributory factor may be the attraction of 
the savings bank deposit. The total of these for all 
Scotland rose by £7.7 millions in the year to November, 
1940, as against £5 millions in each of the two preceding 
years. It is to be noted that the experience of individual 
banks in the matter of deposits differs widely and that it 
appears to be quite independent of the date of the accounts. 
The latest to make its appearance, the Union Bank, shows 
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SCOTTISH BANKS IN 1940-41 









Banks in order 
of Seniority 


Bank of Scotland 


Royal Bank 


British Linenf 


Commercial 


National Bankt 


Union Bank 


Clydesdalet 


N. of Scotlandt 


Total 
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only a very moderate increase. The Commercial Bank, on 
the other hand, which is one of the earliest to publish 
its figures, reveals an expansion comparable to the 
English banks. The inescapable conclusion appears to be 
that, while geographical location is an important factor— 
see the contrast between the two affiliates of the Midland 
Bank, the Clydesdale and the North of Scotland—policy 
with regard to deposits varies considerably and is the 
determining influence. So far as can be gathered, it is 
not improbable that variation between the eight banks 
in this particular matter has been carried a good deal 
further in recent months. In the two years covered by 
the table, five of the eight banks have altered their 
positions in a classification based on amount of deposits. 
It must be stressed, however, that this criterion is by no 
means a sure guide either to the amount of services 
rendered or the reward achieved, except possibly over a 
considerable period of years. 

Meanwhile, as some indication of the increase in 
spending power, it may be noted that the rise in the 
circulation of Scottish notes was, like that of deposits, 
substantially greater in 1940-41 than in the preceding 
period. The averages were £23.5 millions for 1938, 
{24.8 millions for 1939, and about {28.8 millions last year, 
while for the first eight months of this year it is £32.4 
millions. The rise between the second and the last of 
these figures is some 30.6 per cent. as against 26.1 per 
cent. for the total estimated circulation of all sorts for the 
whole country. 

Owing to the method of presenting the annual accounts, 
it is not possible to say with any certainty how cash and 
call money have moved, as compared with the experience 
of England. As presented in Table II the Scottish figures 
show a larger percentage increase in the most liquid of all 
assets, cash and balances, the proportion to deposits 
having risen from 16.1 to 18.7 per cent. on the two years 
and from 16.8 on the latter half of that period. Mean- 
while call money and items in transit, having risen in 
1939-40, fell to below the 1939 level in the latest year. 
There was also a fall in the bill portfolio in the last year, 
which is almost entirely accounted for by smaller holdings 
of Treasury Bills, in so far as these are separately stated. 
Discounts, however, represent only some 2 per cent. of 





. ce ton 


‘marapmic ArmrapmdAne and LaAraarit 


“SODOUPADP TIIIM NANNIYIT! CiIm|orvern 





103 


SCOTTISH BANKS IN 1940-41 





British Linent 


Commercial Bank 


Union Bank 
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North of Scotland | 


a ——} 


Total 

Per cent of 
deposits : 
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Clearing Banks 
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1938 | 1940 | 1938 | 1939 | 1940 | 1938 


TABLE Ii 
LIQUID ASSETS IN {£1,000,000s 


Cash and Balances Call Money and Transit | Discounts 
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tCall money not separately stated; discounts included with advances. 
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deposits, against a figure for the London clearing banks 
which must have been in the neighbourhood of 15 per 
cent. during a large part of the period covered by the 
accounts under review. This is, of course, not a new 
feature. Ever since the cheap money regime was fully 
established, the Scottish banks have considered that the 
difference in the yield on Treasury bills and longer-dated 
paper was too high a premium to pay for whatever 
additional security was obtained by holding the former. 
Despite the uncertainty as to actual cash holdings, the 
figures suggest that the necessary liquidity has been 
ensured by larger cash reserves. 

The final item of liquid resources, namely Treasury 
Deposit Receipts, only enters into the latest accounts of 
each bank. For the whole group, the percentage of 
deposits held in this form was 6.2. In November, 1940, 
it was 8.7 for the clearing banks, by June last it had risen 
to 16 and it is now approaching 20 per cent. The last 
Scottish balance sheet to be presented was that of the 
Union Bank, which showed a percentage under this head 
of only 4.2. In fact, after the first few months the banks 
operating north of the border appear to have favoured 
early conversion of this new instrument. With its more 
intensive use this year, the percentage held must have 
risen but there is reason to suppose that it is far lower 
than that of their southern neighbours, possibly not much 
above half theirs. There will be nothing surprising in a 
confirmation of this estimate. As was the case with 
Treasury bills, so with deposit receipts, it is not im- 
probable that Scots bankers will prefer the higher yield 
given by a longer date. However this may be, the 
evidence of the latest balance sheets is that, even after 
deducting from liquid resources the full value of their 
own notes outstanding, the four “ liquid assets ’’ repre- 
sented some 27.5 per cent. of deposits, while without that 
deduction the ratio would be 35.8 per cent. The most 
nearly comparable figure for the English clearing banks, 
that for November, 1940, was 39.4 per cent. In 1939 the 
unadjusted Scottish figure was some 30.7 per cent. 

Turning to the principal earning assets of the Scottish 
banks, given in Table III, we find a partial explanation of 
the relatively smaller rise in deposits in a sharp fall in 
advances. This is, perhaps, not surprising in view of the 


SE TTT 


105 


SCOTTISH BANKS IN 1940-41 


TABLE III 
EARNING ASSETS IN {£1,000,0008 


Investments 


Bank of Scotland 
Royal Bankt 


British Linen* 
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10.5 
Commercial Bank 28.9 25.3 30.5 13.5 
~ National Bank ae 38.6 39. 3 20 8 ts.2 | 
‘Union Bank Co 20.0 19.3 , a | 10.5 | 
Clydesdale Bank .. .. .. «| 1924 38.9 ae | 13.1 | 
North of Scotland... ws | 20 5 & 14.7 4 6.8 | 7.4 
Total «| 844 | 372.5 191.0 | 105.2 
Per cent. of deposits : Scots Banks ay 56.5 ce 52.2 52.5 $8.4 
Clearing Banks (Nov. figures) 28.5 26.0 27.5 42.3 








Advances 


— —_—_ 


1939 


10.5 


29.1 


II.o 


13.4 
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+ Excluding holdings in affiliates of £3.1 Mn. in 1938 and £5.9 Mn. in 1939 and 1940. 
* Includes discounts under advances. 
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fact that both manufacturing industry and agriculture 
were ‘‘ depressed’ industries in Scotland before the 
armaments boom started—and it began rather late 
there. Presumably this would account for relatively 
heavier repayments than in the United Kingdom as a 
whole. In any case, the percentage to deposits, which in 
England was virtually unchanged in 1938-39, fell slightly 
in Scotland. In the succeeding year the fall was almost 
20 per cent., against a decline of less than 5 per cent. in 
England, the November figures being taken for the latter 
country in every case. Further, this fall has not been 
made good to quite the same extent as in England by 
taking additional securities, for the percentage of invest- 
ments to deposits has risen only from 52.2 to 52.5 in the 
last year, comparing with 56.5 for 1938. The correspond- 
ing figures for the London banks are 26.0 to 27.5 per cent. 
and 28.5 per cent. respectively. For the Scottish banks, 
the total of these two groups of assets has not changed 
greatly over the period, having recovered in the latest 
year almost the whole of the fall in the preceding one. The 
ratio to deposits has dropped from 88.9 to 82.2 and to 
79.0 per cent., whereas that of the London banks fell 
from 70.8 to 68.4 and 61.7 in the year to November, 
1940. 

In view of the trend of gilt-edged prices, there must 
thus have been some fall in the running yield, the more 
that the absolute amount of advances has fallen. This 
fall may, however, have been made good by earnings, at 
only a slightly reduced rate, on the substantially increased 
total of call money, discounts and Treasury Deposit 
Receipts. Even the most tentative estimate of actual 
gross earnings is, however, rendered impossible by 
ignorance of how much of either deposits or advances is 
subject to Scottish rates and how much to those ruling in 
London. 

So far as published net profits are any reflection of 
bank earning power, there has been a very minor recovery 
in the last year for which figures are available. This was, 
however, secured by only three banks out of the eight, the 
remaining five having suffered a further slight decline. 
No doubt if the figures were available before all taxation, 
instead of merely before tax on dividends, a much 
better showing would be made. However, the tax has to 
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Profitt | Reserves and C.F. | Paid on Equity % 
1939 ] 1940 | 1938 | 1939 | 1940 | 1938 | 1939 | 1940. 
370.5 | 366.1 | 96.8 | 106.5 | roar | x2 | ax | ar 
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322.8 | 316.7 | 131.7 | 122.8 | 116.7 | 16 | 16 | 16 
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be found and there is a sharp fall in allocations, which are 
in almost every case specifically earmarked and are not 
additions to free reserves. The banks have, however, 
avoided any cut in dividend beyond those made by two 
of them a year before. This means that, neglecting 
additions to hidden reserves, the banks are adopting a 
somewhat less conservative policy in their distributions, 
but it is reasonable to assume that the extreme conserva- 
tism of the past was intended to prevent undue fluctua- 
tions in less favourable times. 

As to the outlook, there is no fundamental difference 
between the two sides of the border. It is to be presumed 
that the next accounts will show a further marked rise in 
deposits, coupled with some decline in advances. The 
view has already been expressed that conversions of 
deposit receipts will be high, and it will be rather 
surprising if the rise in the percentage of total assets held 
in investments is not resumed. Starting from a level so 
much higher than that of the English banks, it is doubtful 
whether the pace of the advance in this item will be as 
great. It can scarcely be so without sacrificing some part 
of the larger holding of cash and call money combined 
which has been usual in Scotland. It is doubtful, how- 
ever, whether any change which occurs will be sufficiently 
important in the immediate future to make the movement 
in either gross or net earnings very different from that 
experienced in England. Assuming that the war regime 
is protracted, and that the accumulation of investments 
proceeds as the present rate, it will be interesting to see 
the reaction of Scottish bankers to the exaggeration of a 
movement which they were the first to favour. 
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Scottish Trade and Industry 


(By Our Scottish Correspondent) 


N our annual review of Scottish trade and industry 
|: year ago we found ample evidence of the gathering 

tempo of production in the heavy industries such as 
ship-building, engineering, iron and steel and coal- 
mining—those industries which must be fully mobilized 
in any economic system when total warfare is being 
waged. To-day, even greater progress is evident as 
more factories, more machines, and larger armies of 
trained and semi-trained labour are brought into use 
and assisting in answering the call—‘‘ Go to it.””, Further 
evidence of the increased trade activity and wages are 
shown in the note issues of the Scottish Banks. These 
now stand at around the record figure of £35 millions, 
as against roughly {25 millions in 1939, though these 
statistics take no account of the inevitable increase in 
Bank of England notes circulating in Scotland. 

The unemployment statistics during the past twelve 
months clearly reflect the greater trade activity in 
Scotland, as compared with the two previous years : 


1939 1940 1941 
(thousands) 

January... -. m7.9 185.0 I0I.0 
February .. .. 268.9 184.3 86.4 
March oa o- aos 155-2 72.9 
April oh .. 240.8 137-9 68.1 
May oe -« 220.8 123.0 60.4 
June ee > 396.8 III .3 51.1 
July iia si 189.9 114.5 49-7 
August “ <» 336.4 103.4 45-1 
September — -—— 39.9* 


* These figures are approximate, the official information not being 
available at the time of writing. 

No separate statistics are now issued for individual 
industries and the larger towns. Since October, 1940, 
the number of women wholly unemployed has dropped 
from approximately 35,500 to 15,800, and no doubt 
further decreases will be made in this figure. Since the 
beginning of the war, unemployment has fallen by over 
140,000, and is now only 12 per cent. of the peak figure 
reached in 1932. 
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Considering the main industries individually, it can 
be stated that in ship-building—recently described by Mr. 
Peter Fraser, Prime Minister of New Zealand, during a 
visit to Clydeside, as ‘‘ one of the war’s most worth-while 
jobs ’’—all sections of the industry are working towards 
full capacity. In fact, production is only limited by the 
capacity of the yards and the supply of labour. An 
important branch of the Scottish industry is devoted to 
the repair of ships damaged by enemy action and by 
storms at sea. Many pages of future industrial history 
will be devoted to the stories of ingenuity, skill, and 
versatility of those in the ship-building repair yards who 
are making sea-worthy ships on a scale which would 
have been considered impossible, given the general 
conditions, before this war. A few months ago, a scheme 
was introduced for the production of fabricated ships 
and this system will undoubtedly lead to a considerable 
increase in the rate of production. 

Turning to the coal industry, one pleasing feature 
which is not widely realized is that last year constituted 
a record for the small number of industrial disputes. 
On the other hand, the mistakes of drawing men from 
the mines to the armed forces and other industries 
(believed to be as much as Io per cent. of the normal 
man power) and allowing production to fall on the 
collapse of France, coupled with inadequate transport 
facilities, could only result in an output figure which 
was insufficient for stocking purposes. The output of 
the Scottish coal industry—especially in the Fife and 
Lothians coalfields—was in normal times absorbed largely 
by exports to the Continent and Scandinavian countries, 
markets which for the moment are closed. A considerable 
domestic coast-wise trade exists for these coal-fields, 
while the greatest portion of the output of the Central 
and South-Western coal-fields is consumed in the sur- 
rounding districts by the heavy industries. It is believed 
that the target of output for Great Britain as a whole 
is around 230 million tons, or a weekly output of 43 
million tons. Scotland’s share of this would be approxi- 
mately 30 to 35 millions, or about 13 to 14 per cent. of 
the total. The most acute problem has been the supply 
of labour, but during the past year the Essential Works 
Order (which forbids employers to dismiss miners and 





prohibits miners from leaving their employment without 
the consent of the Ministry of Labour) was applied to 
the industry and should diminish the exodus of. miners 
from the industry. The registration of ex-miners should 
also assist in overcoming the labour problem. Means of 
transport have also been improved considerably. Further 
improvements might be effected in the further mechaniza- 
tion of the coal-fields, although Scotland is already 
relatively more highly mechanized than the other coal- 
fields. Later figures are not available, but in 1938 
54 per cent. of the total output of British coal was moved 
by conveyors, as compared with only 14 per cent. in 
1918. There has also been a very large increase in the 
number of coal-cutting machines. During the year, the 
wages of the miners have been increased, the cost being 
passed on to the consumer. 

The machine tool industry has developed considerably 
in Scotland since the end of the last war and a large pro- 
portion of the output was exported. Prior to the war, 
Russia was one of the industry’s best customers, and 
many of these Scottish tools will, no doubt, have been 
used for the building of the Soviet war machine. Under 
the auspices of the Production Executive of the Regional 
Board for Scotland (of which Sir Harold E. Yarrow is 
chairman), a clearing centre was recently established in 
Giasgow for machine tools used in the aircraft, munitions, 
and similar industries. Firms in these industries must 
notify the Board of any machine or machine tools which 
cannot be employed for even a short period. The loco- 
motive and waggon building industries are working at 
full capacity, and during the year the L.M.S. Railway 
Company placed orders for over sixty locomotives with 
a Glasgow firm. 

In the iron and steel industry, the year has naturally 
been one of exceptional activity and record output figures 
are being made. Much of this is due to the policies of 
modernization of plant and the rationalization of the 
industry generally which were carried through a few 
years ago. The output is, of course, under a Central 
Priority Department, which makes the various allocations 
to meet the needs of the Government Departments. It 
is interesting to note that in the last war the maximum 
annual production tonnage for the whole Empire was 
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11,590,000, whereas at the present time the capacity of 
the industry for this country alone probably exceeds an 
annual output of 14,000,000 ingot tons, of which Scot- 
land’s share would at least be 2,250,000 tons. 

In considering the agricultural industry, the objective 
before the Scottish farmer is still that described by the 
Prime Minister as “ producing the greatest volume of 
food of which this fertile land is capable.’’ For the 
second year of war there has been an excellent harvest, 
thanks mainly to the weather. The labour force, 
strengthened by the addition of volunteers of all ages 
and assisted by the ideal conditions which prevailed, 
was adequate to meet all demands. The Government 
reserve of agricultural machinery was used to good 
purpose to supplement the equipment normally supplied 
by contractors. Up to the end of September, 550 tractor- 
and-binder outfits provided and manned by the Depart- 
ment of Agriculture had cut more than 60,000 acres. 
There has been a large increase in the mechanization of 
farming, and this has also assisted materially in gathering 
a new and highly profitable crop, namely, flax. This 
new crop is grown in the central and north-eastern 
districts, and flax factories have been established in three 
counties to deal with the crop. Several land reclamation 
schemes are under way. Prices for breeding stock, and 
sheep in particular, have been consistently high at the 
summer and autumn sales. Substantial and, in some 
cases, sensational prices have been given for horses and 
dairy cows. Further evidence of the prosperity of agri- 
culture is seen in the rapidly rising deposits of those 
branches of the Scottish Banks in the farming districts, 
and the same is apparent in the fishing branches, although 
there the number of units operating is considerably 
reduced. 

The problem of supplying the ship-building, engineer- 
ing, aircraft and munition industries with sufficient labour 
is being gradually overcome by the supply of semi- 
skilled workers from the training centres of the Ministry 
of Labour. At present the weekly intake of trainees is 
considered satisfactory, and with the present establish- 
ments should provide 22,000 trainees annually. Slightly 
more than half of the total are women. 

Saving in Scotland has become somewhat proverbial, 
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and the figures of the War Savings Campaign show that 
Scotland does not lag behind the rest of the country. 
Since the beginning of the campaign, the amount of 
small savings collected to the end of September last was 
approximately {100 millions, while total savings amount 
to approximately {200 millions, or one-fifth the total 
for the country as a whole. The War Weapons’ Weeks 
campaigns raised {50 millions, or, roughly, £10 per 
head of the population. 
The detailed figures of subscriptions from the opening 
of the campaign up to September 23 are as follows : 
Sales of National Savings Certificates... £32,034,643 





» » Defence Bonds ai .. £36,527,123 
Increase in P.O., etc., accounts .. £26,435,229 
£94,996,995 


An important feature during the year was the de- 
casualization of the Glasgow dockers, a problem which 
at first appeared to be incapable of solution. As a result, 
the speed of loading and discharging ships has, in fact, 
been accelerated. Recently, the well-known armaments 
firm of Beardmores took over the management of a 
Royal Ordnance factory as agents of the Ministry of 
Supply. In the last war, this firm was the largest in 
Scotland engaging in armaments work, but in the post- 
war era the company was badly hit and the resulting 
capital re-organization scheme was most drastic. There 
is no doubt that, if the war finished now, serious problems 
would arise in the heavy industries. There are wide- 
spread fears of severe post-war depression, and while 
these may be exaggerated, it must be admitted that it is 
in heavy industry that the problems of transition will 
be most acute. Accordingly, many organizations are 
conferring and formulating plans for the post-war era 
in Scottish industries. The Secretary of State for Scot- 
land has formed a special and most distinguished council 
to collaborate with him in surveying the problems of 
post-war reconstruction. The Scottish Development 
Council has also appointed a Committee to examine 
these problems. As we have frequently emphasized in 
these annual reviews, the basic need is to diversify 
Scottish industries by setting up more of the lighter 
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industries. At present this is impossible, as these lighter 
industries are generally concerned with the luxury trades. 
After the war, however, there could be many improve- 
ments in the transport system, such as greater electrifica- 
tion of the railway system in certain areas, and there is 
considerable scope for a bold housing plan. In such 
schemes, no doubt, attention will be paid in the location 
of industry to the Report of the Committee on the 
Geographical Distribution of Industrial Population. One 
development of interest to the Highlands—the hydro- 
electric scheme formulated by the Grampian Electric 
Supply Company and known as the Glen Affric scheme— 
has been frustrated, at any rate forthe present. Agricul- 
ture has also set up a Committee to plan for the post-war 
problems. In all these projects the banking system must 
co-operate, and when the time comes for the transfer of 
the means of production from the sinews of war to 
building the industrial edifice of the new economic 
world, the Scottish Banks will play their part. 


Anti-Inflation Technique in 
America 


EVERAL fresh moves to combat inflation in the 
Siinitea States announced in recent weeks make it clear 

that the Administration is becoming increasingly 
preoccupied with this problem. Only a few months ago 
such concern would still have seemed distinctly 
premature, but unemployed resources have been absorbed 
into industry at a remarkable pace. Indeed, by the 
summer unemployment had virtually been eliminated, 
having fallen in the twelve months to June from 8,132,000 
to no more than 2,536,000, of whom close on 2,000,000 
were engaged on government emergency projects. 

To be sure, it is considered that the expansion in the 
national income from $74,000 millions in May, 1940, to 
$88,000 millions, had its full counterpart in increased 
output, while there is no doubt that aggregate production 
can still be substantially increased by such measures as 


_ 
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more widespread overtime working and the attraction of 
new entrants into industry. Thus the stage has still not 
been reached at which any expansion in arms output must 
necessarily be at the expense of civil production. An 
expert observer recently returned to this country after a 
tour of the United States has, in fact, estimated that this 
stage may not be reached until defence spending rises as 
high as $30,000 millions per annum, or roughly double its 
present level. At present it is only a few durable con- 
sumption goods, such as motor-cars or refrigerators, 
using metals and other materials especially needed for 
defence, whose production needs to be curtailed in the 
interest of arms output. In overcoming these bottlenecks, 
the restraints on hire purchase buying recently imposed 
by the Federal Reserve Board are particularly appro- 
priate, though the terms still available to the American 
consumer would appear extremely generous in this 
country in normal times. It is interesting to note that 
Canada has more recently taken action on the same lines. 

This restraint on particular types of expenditure, 
however, hardly touches the more general problem. And 
even though it is not necessary actually to reduce the 
general standard of living, that problem still remains in 
the need to withdraw from the consumption markets the 
additional incomes generated by arms spending. While 
this has stimulated some increase in the production of 
civilian goods, most of the expansion in output has 
undoubtedly been in the defence industries. In other 
words, incomes are rising more rapidly than the supply 
of consumption goods. This is the situation for which, 
in this country, Mr. Keynes prescribed his compulsory 
savings scheme in the early months of the war. Unfor- 
tunately, the methods which the Administration is actually 
adopting promise to be largely a repetition of our own 
mistakes. 

In the United States, as in this country, the various 
piecemeal controls seem likely to be completely vitiated 
by the lack of a wages policy. Average hourly rates have 
risen by some 17 per cent. ; and since March it is rising 
rates, rather than the increased number of employees or 
overtime working, that accounts for the rapid expansion 
in factory payrolls. In itself this would merely raise the 
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threat of inflation. Combined with the pegging of prices 
for all the more important materials, however, it levels 
an even more serious threat to defence production by 
reducing profit margins precisely in those branches where 
increased output is most urgently needed. 

A still more direct and drastic destruction of iments, 
of course, would be involved in Mr. Morgenthau’s proposed 
bill to impose a 100 per cent. tax on all corporation 
profits over 6 per cent. It is true that, notwithstanding 
rising costs, the profits of large concerns in the first half of 
the year showed a rise of 25 per cent. on the corresponding 
period of 1940, while dividends were raised by 15 per cent. 
But it is quite certain that the removal of all incentive at 
the margin can only prejudice output and efficiency. 
In this country, which is actually at war, the driving force 
of patriotism helps to neutralize, though imperfectly, the 
deterrent effects of 100 per cent. E.P.T. and high income 
tax. But the United States is not yet at war, and it ts 
among the business community that isolationist sentiment 
is most rampant. In these circumstances the projected 
tax bill can only appear the height of political ineptitude. 

One important move which has had no counterpart in 
this country was the recent raising of reserve 
requirements. Owing to the belated expansion in com- 
mercial lending, at a time when the gold inflow has slowed 
down to a comparative trickle, excess reserves were 
already declining rapidly. From a peak of around $7,000 
millions they had already fallen to $5,200 millions, and at 
a stroke will now be reduced to around $4,000 millions, 
the lowest level since early 1939. It is clear that the 
American authorities are facing a much more difficult 
problem than our own. In this country the question of 
quantitative credit control never arose because the co- 
operation of the commercial banks opened the way to 
effective qualitative credit control. From the beginning 
of the war it has been understood that credit would be 
granted only for essential purposes, and it is therefore 
perfectly safe for the authorities to supply any credit 
which is needed to support the expanding deposit 
structure. There is no question of any pyramiding on the 
basis of additional cash which would inflate deposits 
needlessly. 
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In a country which is nominally at peace, control of this 
kind is out of the question. Even in war conditions it 
might well be rendered impracticable by the diffuse nature 
of the American banking system, with its thousands 
of independent units. Nevertheless there is an inherent’ 
contradiction in embarking upon enormous defence 
expenditure, some part of which must inevitably be 
financed through the banking system, while seeking at the 
same time to restrict the volume of credit. Furthermore, 
to attempt to control inflation by restricting the supply of 
liquid assets necessarily implies raising interest rates. 
Strangely enough, it would appear that such a develop- 
ment would not be altogether unwelcome to the American 
authorities but is, in fact, one object of the increase in 
reserve requirements. The calculation is that a moderate 
recovery in interest rates (especially short-term rates) 
from their present abnormally low levels would help to 
divert the idle funds of trustees, corporations and other 
institutions into Government bonds. There is un- 
doubtedly something to be said for this argument. 
When interest rates are at a very low level, excessive 
liquidity becomes an inexpensive luxury. When low 
interest rates are combined with high taxation, the net 
loss of income from holding savings in liquid form becomes 
very small in relation to the possible decline in the capital] 
value of securities if the prevailing low rates of interest 
should not be maintained.. This situation has 
undoubtedly encouraged in this country the habit of 
holding excessive current account balances, of which both 
Lord Kindersley and Mr. Norman have recently com- 
plained. Such complaints may seem to overlook the 
fact that the creation of a glut of liquid assets is an inte- 
gral part of a cheap money policy, since it is only in this 
way that investors are induced to accept progressively 
lower rates on government loans. Nevertheless, it is 
undoubtedly true that an excessive liquidity of the 
system holds certain potential dangers and it is most 
desirable that interest rates should be brought down as 
far as possible by a decreased demand for liquid assets 
rather than an increase in their supply. If in the United 
States surplus deposits can be skimmed off on a large 
scale into government securities by the offer of slightly 
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more attractive interest rates, this might be good policy 
at the present stage. On the other hand, the extreme 
desirability of keeping down the interest charge on a 
rapidly rising national debt scarcely needs to be pointed 
out. And if quantitative credit restriction should ever 
become really effective, the rise in interest rates needed to 
exclude investment in inessential industries would 
not be limited to a moderate improvement at the short- 
term end of the spectrum. It is true that it is the all- 
embracing physical controls over consumption and invest- 
ment in this country, and even more in Germany, which 
deprive the cheap money policy of its immediate dangers. 
[f such controls are at present impracticable in America, 
then a dear money policy might be one alternative means 
of combating inflation, though an inefficient and expen- 
sive one. In so far as the avoidance of inflation is the 
aim, the endeavour clearly must be to move as far in the 
direction of a controlled economy as circumstances allow. 
But it is devoutly to be hoped that the Americans will not 
fall into our own error of setting up the avoidance of 
inflation, rather than the maximization of defence 
output, as the supreme aim. 


The Laxity of Foreign Exchange 


Control 


By C. J. Shimmins 
(Of the North of Scotland Bank) 


VEN after more than two years of actual experience, 
Fi: could still hardly be said that our system of 

exchange control is altogether satisfactory. To be 
sure, many of the most serious loopholes in the regulations 
themselves have been progressively closed. We have 
seen the tightening of control over export proceeds, the 
virtual abolition of the free market, the introduction of 
blocked sterling and of special accounts with most of the 
important countries outside the sterling area. Unfor- 
tunately, there are still a few countries outside the pay- 
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ments agreements system, and there are many classes of 
invisible exports which have not been brought within 
the scope of the control. These are serious defects in 
the system. But what is needed at this stage is not so 
much a further tightening of the regulations themselves 
as a more effective enforcement of the existing control. 
For example, it is generally believed that there are still 
undisclosed balances in “‘ required’’ currencies held by 
British nationals resident here and by refugees who have 
been living here for a sufficient period to incur a duty to 
surrender their holdings. As a check, it should now be 
possible to obtain a record from American and Canadian 
banks of all British-owned dollar balances. If required, 
British banks might reciprocate by furnishing a return 
of all Canadian and United States citizens having “ free ”’ 
sterling balances. In normal times, undoubtedly, bankers 
would be reluctant to co-operate in measures running so 
directly counter to the traditions of professional secrecy, 
but it is now recognised that under the Defence Regula- 
tions the banker’s primary duty is towards the national 
interest and only secondarily towards his customer, 
wherever these duties come into conflict. 

Again, when the system of blocked sterling accounts 
was introduced it was assumed that all capital payments 
coming within the scope of the regulations would be 
automatically blocked, but experience has shown that 
this is not invariably the case. Many applications, which 
normally come within the scope of “ capital payment,” 
for payments to residents in Canada have been passed for 
actual remittance, while partial! sterling payments usually 
up to £100 are sanctioned to residents in the United 
States, the balance being remitted. To take anexample: 
A firm of solicitors was winding up an estate and one of 
the beneficiaries was resident in Canada and was entitled 
to a legacy of {2,000 but was quite agreeable to take 
this legacy in the form of War Stock, and as the estate 
consisted largely of investments in British Government 
securities, including War Loan, the solicitors proposed 
to transfer part of the trust holding to the beneficiary in 
satisfaction of the legacy. Form L was duly submitted 
to the Exchange Control and an application was also 
made on Form E 1 (as a try on as the solicitors expressed 
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it) to remit the money to Canada. Both applications 
were sanctioned by the Control! The bank, thinking 
there was some mistake, raised the matter with the 
Exchange Control but was assured that the remittance 
could be made. Much criticism, too, especially when the 
amount which may be imported from the Dominions and 
Colonies is limited to £10, has been directed against the 
regulations whereby Bank of England notes for any 
amount may be imported into this country from Eire as 
providing a method whereby the enemy may unload 
some of its reputed large holdings of British currency. 
There is, of course, a maximum on the amount of notes 
which may be taken into Eire, but what the critics fear 
is that there may be other methods, less direct, of getting 
notes into the country. 

Even more important than a proper enforcement of 
the regulations by the authorities, however, is the urgent 
need for their better enforcement by the army of branch 
bank officials throughout the country. It is on these that 
correct administration of the whole system ultimately 
depends because it is they who are in direct contact with 
the public. In the first place it must be recognized that 
there is a small minority of branch managers whose first 
thought, on having an application form refused by the 
Control, is to set about advising their customers how to 
evade the regulations. Fortunately, their advice is 
seldom of great use, for the reason that their knowledge 
of the regulations is usually limited. In the case of the 
general run of bank officials who sincerely desire to 
carry out their responsibilities as agents of the Treasury, 
on the other hand, this imperfect knowledge of the 
regulations cuts the other way. By far the most serious 
criticism of the present position, undoubtedly, is that the 
regulations are not understood by the large majority of 
bankers, particularly in the branch offices. Many 
instances could be given of misunderstandings and mis- 
takes made by officials of the commercial banks in the 
interpretation of the regulations, and only recently a 
General Circular was issued to all the Scottish bank 
offices requesting more care in assisting the Exchange 
Control office in the carrying out of these regulations. 
Many cheques have been debited to customers’ accounts, 
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although clearly marked as being received for credit of a 
non-resident account, without the official sanction being 
obtained. It is true that all regulations are passed on to 
the branch offices by each of the Head Offices of the 
banks, but in a small office no attempt is made to keep 
in touch with the regulations, thus leading to laxity in 
these matters. 


It is believed that the adoption of the following sug- 
gestions, though they are by no means exhaustive, 
would lead to a considerable improvement in the prac- 
tical administration of the regulations : 


(1) Improved education of bank staffs on the subject 
of the regulations. In the early development of foreign 
exchange departments and branches, it was customary 
to select suitable officials to spend, say, six months in 
the foreign department or branch before acting as 
foreign exchange clerks in the large branch offices. While 
it may not be possible to afford a similar system under 
war conditions, it is suggested that a few selected officials 
should be sent out from each bank to undergo training 
in a ‘“‘ school’ for three months, lectures being provided 
by the Bank of England and by experienced exchange 
managers on the theory, practice and book-keeping 
necessary under Foreign Exchange Control. These 
“students’’ would pass on their training to other 
officials of their own banks. Alternatively, experienced 
members of the specialized exchange departments might 
profitably carry out tours of inspection of branch offices 
to ensure that the regulations are being correctly applied. 
The only effective means of ensuring enforcement is to 
stop errors at their source, which means in the branches. 
Everybody with any experience of the subject knows 
that supervision cannot be effectively carried out from 
Head Office, since the really serious leakages never come 
to the notice of Head Office ; for example, where funds 
are credited to a non-resident account without an appli- 
cation being made on Form E.1, or its equivalent. 

(2) It should be made obligatory for every bank 
acting as an Authorized Dealer to have a separate foreign 
exchange department or office, and to ensure sufficient 
staffing the officials could be “ reserved ”’ at an early age. 
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An efficient system of exchange control is most vital in 
modern total warfare. 

(3) The regulations should be expanded to prohibit 
the payment of all debts outside the “ sterling area ’’ by 
a customer’s cheque, payment to be made instead by 
bank draft, mail transfer, or telegraphic transfer. The 
censor’s department could be instructed to return all 
letters containing privately-drawn cheques, whether or 
not Form C is enclosed. This provision would prevent 
cheques payable to non-residents being erroneously 
debited to resident accounts without the authority of the 
Exchange Control or a bank. 

(4) All ‘‘ blocked sterling ’’ accounts, sterling area, 
registered, special, central American, Canadian and 
Newfoundland Authorised Accounts should be trans- 
ferred to the Foreign Department or Branch, where the 
officials are more cognisant with the rules governing 
these accounts. In fact, there are strong reasons why 
all non-resident accounts should be transferred to the 
foreign department or branch. 

(5) Recently the Bank of England drew the attention 
of Trustee Savings Banks to the regulations, but there 
are some other Savings Banks which, not being Trustee 
Savings Banks, have not been circularised. It is suggested 
that all Savings Banks should be prohibited from main- 
taining non-resident accounts and should transfer all 
existing balances of that nature to the Bank of England. 

To sum up, what is required is more centralization 
and greater simplicity for those whose daily work only 
touches lightly on the subject of foreign exchange. In 
discussing exchange control one frequently hears the 
objection that the reason why the subject has not received 
the attention it requires is that the exchange control 
itself is only a temporary wartime measure, which might 
be eliminated at any moment by the end of the war. It 
is time it was realized, first that the war is not yet over, 
so that no amount of study could be excessive if it were 
needed to ensure that the Control is effective, and 
secondly that the regulations will inevitably outlast the 
war by two or three years at least. 
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America’s Foreign Funds Control 


By David Sachs 


EGINNING with the German occupation of 
B penmas and Norway, the United States Govern- 

ment has systematically sought to deprive the 
Germans of the possibility of appropriating and exploiting 
such of their victims’ property as was subject to United 
States jurisdiction. The value of the property involved 
was indeed substantial, since practically all the Western 
European countries had for some time prior to September, 
1939, exported as much capital as they could to what 
appeared the one haven of refuge. To have allowed the 
property to come under German control would not 
only have offended the conscience of the American 
people. The acquisition of these vast funds would 
have given Germany the chance of financing on an 
unexpected scale the importation of those commodities of 
which the Axis stands in such sore need. If further 
reasons for acting were needed, it was provided by the 
necessity of re fraining from gratuitously granting to the 
Nazis ample funds to carry on their propaganda and 
fifth-column activities throughout the Americas. Finally, 
if dealings in the American property of the Nazis’ victims 
had not been choked off at the very outset, the difficulties 
of restoring the assets to their rightful owners after the 
war would have been practically insoluble. 


I. THE LEGAL FRAMEWORK 


In essence, the various acts of the American Govern- 
ment in these matters have been those of a genuine 
belligerent. Indeed, the source of the various executive 
orders promulgated by President Roosevelt was the 
war-time Act of October 6, 1917 (40 Stat. 415), known 
as the Trading with the Enemy Act. The President’s 
authority was further strengthened by a joint resolution 
of Congress dated May 7, 1940, amending this Act. 
The aim of this amendment was “ to remove any doubt 
as to the authority of the President to regulate tran- 
sactions in evidences of indebtedness and evidences of 
ownership of property in which foreigners have an 
interest and to require reports concerning all foreign- 
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owned property.’’? The amendment states, inter alia, 
‘the President may . . . investigate, regulate or prohibit 

any transaction in foreign exchange, transfers of 
credit between or payments by or to banking institu- 
tions as defined by the President.’’? 

The analogy with our own Trading with the Enemy 
Act naturally suggests itself, and there is in addition 
the American counterpart of our Custodian Order* in 
the requirement that property belonging to the Germans’ 
victims which is subject to United States jurisdiction 
must be reported to the Treasury. The comparison is 
made more complete by the Presidential Proclamation of 
July 17, 1941, which laid down that :— 

“The Secretary of State . . . shall from time to time cause 
to be prepared an appropriate list of — 

“‘(a) certain persons deemed to be, or to have been acting or 
purporting to act, directly or indirectly for the benefit of, or under 
the direction of, or under the jurisdiction of, or on behalf of, or in 
collaboration with Germany or Italy or a national thereof, and 

“‘ (6) certain persons to whom, or on whose behalf, or for whose 
account, the exportation directly or indirectly of any article or 
material exported from the United States, is deemed to be detri- 
mental to the interest of national defence.’’ 

“‘ The Proclaimed List of Certain Blocked Nationals,”’ 
the American “‘ Black List,’’ contained some 1,300 names 
of individuals, firms, corporations etc. all in Central and 
South America. Most of the names on the American list 
have already graced our own Black Lists, indicating the 
close co-operation on such matters. 

The American Trading with the Enemy Act of 1917 
has been brought up to date by a number of Executive 
Orders issued over the signature of the President, supple- 
mented by Treasury Regulations, General Rulings, 
General Licences and Public Circulars. 

If. EXECUTIVE ORDERS 

The first Executive Order with which we need concern 
ourselves was issued on the occasion of the German 
occupation of Denmark and Norway on April 10, 1940. 





1 Federal Reserve Bulletin (June, 1941), p. 505. 

* Public Resolution No. 69—76th Congress [Chapter 185—31rd 
Session]. 

°S.R. & O., 1939, No. 1198. 

* Vide Documents Pertaining to Foreign Funds Control (p. 10) 
issued by U.S. Treasury Department. 
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(No action of any sort, it may be noted, was, in September, 
1939, taken with respect to the occupation of Poland.) 
This first Order (8389) amends an earlier Order (6560) 
issued on January 15, 1934, during the banking crisis 
that marked the President’s early days of office. Under 
this latter Order the President has power to control all 
foreign exchange transactions, bank credit and the 
export of currency. The new Order applies these powers 
in such a way as to prohibit all dealings whatsoever in 
Danish and Norwegian property subject to United States 
jurisdiction. The text of the Order states :— 

““, . . all of the following are prohibited, except as specifically 
authorized in regulations or licences issued by the Secretary of 
the Treasury pursuant to this Order, if involving property in which 
Norway or Denmark or any national thereof has at any time on 
or since April 8, 1940, had any interest of any nature whatsoever, 
direct or indirect. 

“A. All transfers of credit between any banking institutions 
within the United States, and all transfers of credit between any 
banking institution within the United States and any banking 
institution outside the United States (including any principal, 
agent, home office, branch, or correspondent outside of the United 
States, of a banking institution within the United States). 

*“‘ B. All payments by or to any banking institution within the 
United States. 

“C. All transactions in foreign exchange by any person within 
the United States. 

“D. The export or withdrawal from the United States, or the 
earmarking of gold or silver coin or bullion or currency by any 
person within the United States. 

“FE. All transfers, withdrawals or exportations of, or dealings 
in, any evidences of indebtedness or evidences of ownership of 
property by any person within the United States; and 

“F. Any transactions for the purpose or which has the effect 
of evading or avoiding the foregoing prohibitions.’’® 

The comprehensiveness of the embargo will be more 

readily appreciated from a study of the definition of 
“ national’ contained in Section 11 (B) :— 

“The term ‘ national’ of Norway or Denmark shall include 
any person who has been or whom there is_ reasonable 
cause to believe has been domiciled in, or a subject, citizen or 
resident of Norway and Denmark at any time on or since April 8, 
1940, but shall not include any individual domiciled and residing 
in the United States on April 8, 1940, and shall also include any 
partnership, association or other organization, including any 
corporation organized under the laws of, or which on April 8, 1940, 
had its principal place of business in Norway or Denmark, or which 


* Executive Order No. 8389 (Section 9). 
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on or after such date has been controlled by, or a substantial part 
of the stock, shares, bonds, debentures, or other securities of which 
has been owned or controlled by, directly or indirectly, one or 
more persons who have been, or whom there is reasonable cause 
to believe have been, domiciled in, or the subjects, citizens or 
residents of Norway or Denmark since April 8, 1940, and all persons 
acting or purporting to act directly or indirectly for the benefit or 
on behalf of the foregoing.’’ 

This definition is clearly wider than that employed 
in our own Trading with the Enemy Act, 1939,° to 
describe an “‘enemy.”’ In the British Act, the test of 
enemy character, so far as individuals are concerned, 
is entirely one of residence (or, strictly, voluntary 
residence) in enemy territory.’ The effect of the 
American Order is, however, to block the property in 
the U.S.A. of a Norwegian or Danish subject wherever 
he may be outside of the United States. Such a person 
must be ‘“ domiciled and resident’’*® in the United 
States in order to claim exemption. Furthermore, 
companies incorporated outside of the United States 
with directors bearing names more or less redolent of 
Danish or Norwegian associations have experienced 
difficulties in dealing with their property situated within 
the United States, American banks refusing in practice 
to act in all such circumstances except on the issue of 
a Treasury licence. This reluctance is understandable, 
since any violation of the provisions of the Order may 
be visited with severe penalties. To some extent, 
however, the rigours of the Executive Order have been 
mitigated by the General Licences, the most important 
of which we shall discuss at a later stage. 

It may be remarked in passing that, according to 
Section 6 of Executive Order No. 6560, the violation 
must be made “ wilfully or knowingly,” so that any 
accidental breach or one committed without any evil 
intent would not involve prosecution. This worthy 
maintenance of the Anglo-Saxon common-law doctrine 
is in melancholy contrast with the growing tendency 
manifest in recent English legislation to render the 











6 2 & 3 Geo. 0, c. 3g. 

? [bid 2 (1) (b) ; see also Blum and Rosenbaum: The Law relating 
to Trading with the Enemy, p. 4. 

® For an account of the American interpretation of the much 
vexed terms ‘ residence’’ and ‘“ domicile,’’ see A. Farnsworth, The 


Residence and Domicil of Corporations, pp. 276 et seq. 
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performance of the forbidden act, irrespective of the 
intention of the performer, itself the offence. This is, 
for example, the case with offences under our own 
frading with the Enemy Act and Defence (Finance) 


Regulations. 

Parallel with the German conquests of the various 
countries was the successive issue of further Executive 
Orders which mutatis mutandis applied the same restric- 
tions to the property in the U.S.A. of the “ nationals ” 
of the respective countries. Attempts on the part of 
the Germans to market in the U.S.A. the foreign securt- 
ties which they had looted in their march through the 
Continent were effectively checkmated by the issue of 
Executive Order No. 8493 dated July 25, 1940. This 
amended Order No. 8389 by adding section 13, which 
an as follows :-— 

“A. The following are prohibited except as specifically authorized 
by the Secretary of the Treasury by means of rulings, regulations, 
instructions, licences or otherwise— 

“‘(1) The acquisition, disposition or transfer of, or other dealing 
in, or with respect to, any security or evidence thereof on which 
there is stamped or imprinted, or to which there is affixed or other- 
wise attached, a tax stamp or other stamp of a foreign country 
designated in this Order, or a national or similar seal which by 
its contents indicates that it was stamped, imprinted, affixed or 
attached within such foreign country, or where the attendant 
circumstances disclose or indicate that such astamp or seal may, at any 
time, have been stamped, imprinted, affixed or attached thereto. 

“‘(2) The acquisition by, or transfer to, any person within the 
United States of any interest in any security or evidence thereof 
if the attendant circumstances disclose or indicate that the security 
or evidence thereof is not physically situated within the United 
States. 

“B. The Secretary of the Treasury may investigate, regulate 
or prohibit under such rulings, regulations or instructions as he 
may prescribe, by means of licences or otherwise, the sending, 
mailing, importing or otherwise bringing, directly or indirectly, 
into the United States from any foreign country, of any securities 
or evidences thereof or the receiving or holding in the United States 
of any securities or evidences thereof so brought into the United 
States. ...- 

The machinery for ensuring proper compliance with 
this Order was already at hand in the provision contained 





® Executive Order No. 8484, blocking the property of “‘ nationals ”’ 
of Latvia, Estonia and Lithuania, was issued on the occasion of the 
occupation of the three Baltic countries by the U.S.S.R. on July 25, 


1940. 
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in General Ruling No. 5, which was issued on June 6, 
1940. This prohibited the importation into the United 
States from any foreign country of any securities, except 
on condition that such securities were immediately 
delivered for examination to a Federal Reserve bank. 
Securities emanating from Great Britain, Canada, New- 
foundland or Bermuda are, in accordance with a subse- 
quent announcement by the Secretary of the Treasury, 
exempted from the provisions of General Ruling No. 5.?° 

Although the drastic nature of the measures described 
above went a long way towards depriving the Germans 
of the e xploitation of their ill-gotten gains, it was widely 
recognized that the United States financial and economic 
blockade of the Axis could not be made 100 per cent. 
efficient until it covered the neutral countries of the 
European continent. Such a step implied a much 
greater deviation from the policy of neutrality than 
had in the early stages of the war been considered 
possible, but the terms of the Executive Order No. 8785 
dated June 14, 1941, however belated its appearance, 
should have gladdened the hearts of the most fervent 
interventionists. This Order recast all of the earlier 
Executive Orders, but brought within the scope of the 
restrictions the property of the “ nationals’’ of every 
country in Europe except the United Kingdom and 
Eire. (For completeness it should be stated that by 
Executive Order No. 8832 dated July 26, 1941, China 
and Japan were brought into the net, but the following 
discussion will, for simplicity, ignore the sundry General 
Rulings and General Licences which were issued speci- 
fically affecting these two countries.) 

III. GENERAL LICENCES 

The operation of the Executive Orders can perhaps 
be best appreciated from an examination of the more 
important General Licences issued by the United States 
Treasury, in very much the same way as the United 
Kingdom Statutory Rules and Orders issued under the 
Defence (Finance) Regulations exemplify the more or less 
general principles laid down in the Regulations. 

The General Licences are so framed as to require 
most transactions to be dealt with by the existing 








10 Documents pertaining ‘to Foreign ‘Funds Control, p- 14. 


a 


— 


eee TT 


U.S. FOREIGN FUNDS CONTROL 129 








machinery of the banking system. This inevitable 
administrative device has also been employed by our 
own Foreign Exchange Control, but all real powers 
appear to have been retained by the Treasury at 
Washington to a greater degree than has been done by 
the administrative authority in this country. Experience 
will no doubt show that the partial incorporation into 
the Control of the banking system equipped with certain 
discretionary powers is essential to the smooth functioning 
of the machinery of supervision. By defining the term 
“national’’ so as to embrace the connotations of 
nationality, domicile and residence, the blocking Orders 
placed United States citizens and foreigners alike under 
disabilities : the former if they were domiciled or resident 
in the specified countries, the latter wherever they 
might be, even in the United States itself in certain 
circumstances. Accordingly, one set of General Licences 
is designed to remove the hardships thus imposed. 
See General Licences Nos. 20, 28, 32, 33 and 37 tor 
the removal of certain disabilities regarding United States 
citizens. General Licence No. 42 performs the same 
task for foreigners ‘‘ domiciled in and residing only in 
the United States at all times on and since the effective 
date of the [respective] Order.’’ General Licence No. 53 
permits trade between the United States and “‘ nationals ”’ 
of blocked countries provided such “ nationals’’ are 
situated and doing business within the “ generally 
licensed trade area.”’ This “area” is defined as 
embracing the Central and South American Republics ; 
the British Commonwealth of Nations (including Eire, 
which is tactfully not listed in the same category as 
the other Dominions) ; the U.S.S.R. and the overseas’ 
territories of Britain’s other allies. 

Another set of General Licences prescribes the terms 
and conditions on which the property in the U.S.A. 
of the various neutral countries and the “ nationals ”’ 
thereof may be released. The German attack on Russia 
was promptly followed by the issue of a General Licence 
(No. 51) dated June 24, 1941, freeing the U.S.S.R. from 
all the restrictions imposed by the Executive Orders. 
This Licence consisted of two very short paragraphs 
and laid down no conditions whatsoever for the release 
of Soviet property. By way of contrast, the General 
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Licences issued in the case of Sweden, Switzerland, 
Spain and Portugal contain rigorous safeguards against 
any Axis attempt to take advantage of the relaxation 
of the restrictions in favour of the European neutrals. 
Thus transactions on behalf of or involving the property 
of “‘ nationals’ of Sweden (other than the Government 
of Sweden and the Sveriges Riksbank) are only permitted 
if the Swedish Minister to the U.S.A. certifies in writing 
that the Government of Sweden has determined that 
such transactions are exclusively on behalf of a 
‘national "’ of Sweden and do not involve property in 
which any blocked country or “ national’’ thereof has 
at any time on or since the date of the relevant Order 
had any interest. In the case of Switzerland, Spain and 
Portugal, this burden of proof is shifted on to the central 
banking authority. No “national” of a “ blocked ”’ 
country who is also a “national”’ of one of these 
neutral countries can, however, benefit from the General 
Licences. 
IV. GENERAL RULINGS 

These are official pronouncements of the Treasury 
stating how certain Executive Orders or terms contained 
therein are to be construed. They are akin to the 
Notices to Banks and Bankers issued by the Bank of 
England or the Trading with the Enemy Branch 
(Treasury and Board of Trade). 

V. REGULATIONS AND PUBLIC CIRCULARS 

Sometimes these partake of the nature of General 
Rulings, but their purpose seems to be to afford guidance 
on complying with the formalities to be observed in 
applying for licences and making reports. Most important 
is Public Circular No. 4, containing instructions for 
the preparation of reports of all foreign-owned property 
subject to the jurisdiction of the United States. This 
is a document of 30 pages giving detailed instructions 
on how to fill out the nine series of forms (marked 
TFR 300 A to I) on which particulars of foreign-owned 
property as at June 1, 1940, and June 14, 1941, have 
to be furnished. The task of compiling the information 
asked for must have thrown an enormous volume of 
work on the American banks, but the results should 
prove highly instructive. 
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Mr. Keynes Joins the Court 


By Paul Einzig 


AST month, the world in general and the City in 
| particutar was startled by an unexpected announce- 

ment from the Bank of England. Notwithstanding 
forecasts to the contrary, it was stated, Mr. Montagu 
Norman is to remain Governor of the Bank for the 
duration, while none other than Mr. John Maynard 
Keynes has been elected a Director of the Bank to fill 
the vacancy created by Lord Stamp’s death. Even 
amidst the fateful developments on the Eastern front, 
this announcement was regarded as one of the major 
sensations of the year. This in spite of the fact that the 
decision that Mr. Norman is to remain, and the decision 
that Mr. Keynes is to join the Bank, largely cancel each 
other out. Until the day of the meeting it was widely 
believed that Mr. Norman would retire under the rule 
introduced by himself, providing that Directors of the 
Bank should not be re-elected after they have reached 
the age of seventy. It is fair to say that his decision to 
remain in office had, on the whole, an unfavourable 
Press. The Econonust, for example, referred to Mr. 
Norman’s retention as Governor after his seventieth 
birthday as ‘‘ the Bank’s contribution to the celebration 
of the tenth anniversary of the pound’s downfall.” It 
suggested, too, that while it is reasonable, when so many 
likely candidates are engaged in national sercive, that 
Sir Edward Peacock, Lord Kindersley and Mr. Cecil 
Lubbock should continue as directors and not be super- 
annuated, the Governorship is another matter. “ In 
effect, or at least in influence, it is a high office of State ; 
and the Court’s decision to adhere, in the person of 
Mr. Norman, to old ways and old ideas is only tempered 
by the replacement of the late Lord Stamp by Mr. 
Keynes, the most welcome and encouraging choice.” It 
is true the ‘‘ yes-men’’ among the City Editors once 
again reprinted their usual complimentary references to 
Mr. Norman, which—legend has it—are now kept in 
type ready for use each time his re-election is announced. 


” 


On the other hand, a fair number of “ no-men’”’ were 
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sacrilegious enough to express doubt of Mr. Norman’s 
indispensability. They recalled on this occasion the 
long list of errors of judgment of which Mr. Norman has 
been accused during his prolonged public career. Several 
M.P.s wanted to raise the matter in the House of Com- 
mons, but the Speaker refused to allow their questions 
to be put on the Paper, on the ground that the election 
of a Governor is entirely a matter for the proprietors 
of the Bank. 

The fact, however, that simultaneously with the 
announcement of Mr. Norman’s decision to remain, the 
decision to elect Mr. Keynes a Director was also announ- 
ced seems to show up this fiction of the independence of 
the Bank for what it is worth. Hitherto, the new Direc- 
tors have in practice been nominated by Mr. Norman. 
The stockholders, other than those represented on the 
Board of the Bank, seldom took the slightest interest in 
the election of Governors or Directors, and it was only 
on very rare occasions that the Court of Directors ever 
opposed Mr. Norman’s wish concerning the nomination 
of Directors. It seems distinctly unlikely that it was 
really Mr. Montagu Norman’s wish to have Mr. Keynes 
elected a Director. The policy Mr. Keynes stands for 
is anathema to Mr. Norman. Their personalities clash 
to a high degree. Above all, with the advent of Mr. 
Keynes it will no longer be possible for Mr. Norman to 
lay down the law without fear of contradiction. Having 
grown used to almost unlimited rule for over twenty years, 
it is inconceivable that Mr. Norman should of his own 
free will admit to the Bank the leader of the opposition. 
It seems reasonable to assume, therefore, that the decision 
to elect Mr. Keynes a Director was taken at the request 
of the Treasury and that the request was made in un- 
equivocal terms. 

Taken by itself, the decision to perpetuate Mr. 
Norman’s Governorship for the duration of the war 
could be regarded as a sweeping victory for those who 
wish to put the clock back to 1939 or even 1929. It 
would probably mean that he would be in charge of the 
post-war monetary policy during the reconstruction 
period, This again would mean that the experience of 
the early ‘twenties would largely repeat itself. Once 
more, the interests of production and of the working 
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population might be sacrificed for the sake of so-called 
sound monetary principles. The pound would be defended 
with the aid of high interest rates and other orthodox 
devices, and once more millions of people might be 
thrown out of employment in order that the pound 
should look the dollar in the face. Such a prospect 
could hardly help to encourage the war effort. If Mr. 
Norman was to be retained, it was clearly necessary to 
make some reassuring gesture in order to allay any such 
fears. 

It may have been largely with this object in view 
that the election of Mr. Keynes was decided upon. 
Throughout his life Mr. Keynes has violently opposed the 
“orthodox ’’ monetary policy of fixed exchanges. He 
fought it after the last war, and judging by his more 
recent writings, is still as firmly opposed to it to-day as 
ever. Had the decision to invite him to the Bank of 
England not coincided with the decision to retain Mr. 
Norman there, it would have been regarded as a sweeping 
triumph for his advanced monetary principles, by which 
exchange policy must be subordinated to the necessity 
of maintaining full employment. As it is, his presence on 
the Board of the Bank of England may at any rate be 
regarded as a safeguard against any repetition of the 
fatal mistakes of the twenties. 

At this stage, it is a matter of speculation whether 
Mr. Keynes will take an immediate active interest in the 
management of the Bank or whether he will confine 
himself to attending the weekly Courts. One thing is 
certain: Mr. Keynes always manages to make himself 
felt wherever he accepts a post, whether it be that of a 
member of the Finance Committee of King’s College or 
that of an Adviser to the Treasury. When, in the spring of 
1940, it was announced that Mr. Keynes was to be one 
of the members of a new Advisory Consultative Committee 
set up by the Treasury, most people were inclined to 
doubt if he would have a chance to make his influence 
felt. Yet before long it became evident that Mr. Keynes, 
in spite of his informal status, has become the leading 
influence at the Treasury. There is no reason to suppose 
that it should be otherwise in the Bank of England. He 
will certainly put an end to that Byzantine atmosphere 
reputed to prevail at the Court Meetings, at which most 
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Directors would consider it a gross discourtesy to the 
Governor to oppose any of his suggestions. Mr. Keynes 
will certainly not endorse any resolution for fear of being 
considered guilty of discourtesy. Indeed, there is every 
reason to believe that the Court Meetings will in future 
be a great deal more interesting than they can have been 
in the past. Clashes are bound to occur and they may 
well be in the nature of clashes between an irresistible 
force and an irremovable object. 

During the war some form of armed truce is likely 
to remain in force between the new opponents in Thread- 
needle Street. After all, the official monetary policy 
which the Bank of England has to carry out is for the 
duration strongly in accordance with Mr. Keynes’ ideas. 
We have a managed inconvertible paper currency, 
detached from international influences by means of 
restrictions. The volume of credit is now largely deter- 
mined by the requirements of production. Money is 
kept artificially cheap. There can be no question of any 
return to the gold standard, nor even of an increase in 
the Bank rate, for the duration of the war. It will be 
not until after the end of the war that the real trial of 
strength between the two opponents will take place 
The forces supporting “ orthodoxy ’”’ are then likely to 
make a desperate effort prematurely to remove exchange 
restrictions and to revert to monetary orthodoxy in 
general. Will Mr. Keynes be able to resist these forces ? 
As things are, it seems probable that at the Court of the 
3ank of England he will be in a minority of one. Pro- 
vided that the fiction of the independence of the Bank 
is maintained, he will be outvoted on every major issue. 
In that case he would have but one remedy: to resign 
and await the verdict of public opinion. This he has 
already done once on the occasion of the Peace Con- 
ference in 191g. There is no doubt that he would do 
so again, rather than endorse by his presence on the 
Board of the Bank decisions of which he strongly dis- 


approved. 
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Is Credit Policy Ineffective ? 


T is usually taken for granted that the volume of bank 
deposits is ultimately determined, not by any action of 
the public nor even of the banks themselve s, but by the 
credit policy of the central bank. This basic postulate i is 
questioned in an interesting article published by Mr. R. M. 
Goodwin in the Oxford Economic Papers. Mr. Goodwin 
contends that for the only period of which we have full 
knowledge, the banks of England and Wales have, in fact, 
shown themselves re markably amenable to influence by 
the public. Although the supply of bank cash may be the 
sole determinant of deposits over a long period, he holds, 
the shorter the period the more tenuous appears to be the 
Bank of England’s control over the level of deposits. 
Expressed in this way, the conclusion is a challenging 
one, but it is debatable whether the analysis on 
which it is based re: ully justifies any very revolutionary 
inferences. No serious student of banking would suppose 
that the Bank of England rm automatically induce an 
expansion of {100 millions simply by adding £10 millions 
to bank cash. The only question is whether it is within 
the Bank’s power at any time, by appropriate changes 
in cash reserves, to cause any desired expansion or con- 
traction in deposits. This question can hardly be 
answered by Mr. Goodwin’s analysis of the statistical 
material, which at bottom shows only that cash ratios 
have varied from time to time. 
In the decade to September, 1931, for example, a fall 
in bank cash of £47 millions brought a drop in deposits of 
only £103 millions. By April, 1933, reserves had risen a 
further £42 millions, bringing an increase of £213 millions 
in deposits to £1,925 millions. On the other hha nd, by 
October, 1936, cash was only {1 million higher, yet 
deposits had been expanded to £2,201 sniitions. Aiter 
October, 1936, there came again a heavy increase in 
cash which exerted no upward pressure on deposits. This 
is all perfectly familiar. It has always been realized, 
for example, that in the first instance the banks can 
cushion the impact of central bank policy by changes 
in the amount of window-dressing. Mr. Goodwin 
estimates that the average yearly window-dressing nearly 
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doubled from 1921 to 1927, but was reduced from 
{26.5 millions in 1929 to {12 millions in 1934. This is 
interesting in itself, but implies nothing more than that 
a greater or smaller variation in true cash would have 
been necessary to induce any given change in deposits. 

Again, Mr. Goodwin discusses the now well-established 
proposition that the banks pay regard not to their cash 
reserve alone, but to the ratio of liquid assets as a whole. 
I'rom November, 1936, to November, 1938, it is pointed 
out, bank cash rose by {£16 millions, whereas deposits 
dropped by £41 millions. “So violent an inverse move- 
ment cannot be explained alone by the mild worsening 
of the state of trade from the middle of 1937 to the 
middle of 1938. A part of the explanation is clearly 
contained in the fact that the percentage of liquid 
assets to deposits was only twice above 30 in 1937/8.” 
It is, of course, indisputable that the Treasury’s funding 
policy influences the liquidity of the clearing bank’s 
assets structure ; but there is always some increment of 
cash which the banks would regard as sufficient com- 
pensation for a given contraction in the available supply 
of bills. Mr. Goodwin comes nearest to heterodoxy in 
suggesting that the actions of the public can vitiate 
credit policy through the inelasticity of the demand for 
loans. In reality, if the banks themselves do not spon- 
taneously offset changes in advances by changes in 
investments, it is always within the power of the Bank 
to induce such offsetting action through its control of the 
credit base. 

The whole of Mr. Goodwin’s analysis does, in fact, 
seem to depend on a tacit assumption that the aim of the 
central institution throughout has been to establish that 
level of deposits which would have resulted from a tenfold 
expansion on the basis of additional cash provided, or 
vice versa. For all that anybody can prove to the con- 
trary, credit policy may consistently have been adjusted 
with exactitude to the various factors involved, including 
changes in the liquidity preference of the banks them- 
selves, so as to bring about precisely the level of deposits 
which we have, in fact, seen. If at any time the credit 
policy followed were not having the desired effect 
on the volume of deposits, then more drastic measures 
could always be adopted. This would imply a certain 
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time-lag between the adoption of a policy and its enforce- 
ment, but it could be quite a short-period time-lag 
provided the action of the monetary authorities is 
sufficiently vigorous. 

On the whole, however, most people would substan- 
tially agree with Mr. Goodwin’s summing up that : “ The 
amount of expansion or contraction necessary to achieve 
a given end will depend on the state of trade and may 
depend on Government borrowing. Furthermore, there 
may be limits to expansion, if not contraction, beyond 
which no amount of change in reserves will carry deposits. 
This will depend on the effect of the expansion on interest 
rates, and the effect of these in turn on the banks’ 
policies.”” In practice, however, the limit must be a very 
wide one. It is true that the Bank could not, for example, 
halve the volume of deposits from one week to the next 
by varying the cash base, which is, perhaps, fortunate in 
view of the repeated failure to neutralize severe immobili- 
zations. And its control is undoubtedly limited in certain 
directions by institutional factors, such as the lack of 
direct contact in normal times between the clearing banks 
and the central institution. In addition, there may be 
practical limitations on the scope of open market policy, 
such as the fact that when official intervention is most 
necessary the discount market seldom holds any sub- 
stantial amount of the very short-dated bills which the 
Bank is prepared to buy. These, however, are only very 
minor qualifications. Perhaps the statement that the 
public can influence the volume of bank deposits comes 
nearest to the truth if it is intended to mean that it is 
only the willingness of the public to hold bank deposits, 
instead of actual currency or other assets, which makes 
deposit banking possible at all. Once public confidence 
has been established, however, it is only in the most 
extreme circumstances that this factor limits in any way 
the initiative of the central bank. The enormous rise 
in deposits since war began, brought about by a combina- 
tion of borrowing policy and credit policy, is in itself the 
most striking testimony to the power of the authorities 
to expand the volume of credit when it is so desired. This 
journal, in any case, will continue to place the respon- 
sibility for any untoward changes in credit on the shoul- 
ders of the monetary authorities and not of the public. 
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Iceland’s Wartime Prosperity 


ITH Denmark and Norway for the moment in 

German hands, Iceland has in the past year 

acquired an altogether new importance. Seen 
on the map against the great bulk of Greenland, Iceland 
may seem of insignificant size, though it is, in fact, 
larger than Ireland. Settled by the Norsemen in 874, 
it later became for three hundred years an independent 
republic. Shortly before 1400 it passed under the 
rule of Danish kings and remained a Danish possession 
until the Act of Union in 1918 recognised Denmark and 
Iceland as separate sovereign states, each owing allegiance 
to the King of Denmark. The direction of the island’s 
foreign policy remained with Denmark, but in other 
respects the division of sovereignty was real. 

The Act prescribed that each state was to accord to 
the other most-favoured nation treatment and it was 
natural that this arrangement, added to the common 
political and racial ties, should lead to a considerable 
body of trade between them. Iceland’s exports, however, 
have usually consisted almost entirely of fish and fish 
products, and in consequence exports to Denmark have 
never been able to expand past a certain point, although 
there is a potential demand in Iceland for a wide variety 
of manufactured articles. Out of the Kr. 23,000,000 of 
Iceland’s exports to Scandinavia in 1939, only 
Kr. 6,700,000 was destined for Denmark, though the 
parent country was responsible for Kr. 14,000,000 out 
of the total of Kr. 25,000,000 imported from Denmark, 
Sweden and Norway. 

The island’s oy incial structure reflects its undiversified 
economy and the thrifty habits of its sparse population. 
There are hice banks that deal with the productive 
system: a note-issuing national bank, the Landsbanki 
Islands ; the bunadarbanki, which finances agriculture 
and stock-raising ; and the Utvegsbanki Islands, h.f., 
which deals with the supremely important fisheries. In 
addition to these institutions, there are some fifty savings 
banks. The gold reserve, held by the Landsbanki issue 
department, amounts at present to about 20 per cent. 
of the note issue, but as will be seen from the balance of 
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payments figures given later, this considerably under- 
states the real cover. 

Apart from Scandinavian influences in pre-war days, 
Iceland tended to be out of the main-stream of Europe’s 
cultural interests. But the tireless energy of the Nazis 
saw the strategic possibilities of the island and from 
about 1935 they paid increasing attention to their distant 
“Nordic brethren.’’ Lecturers, books, and the wireless 
were all brought into play to create a favourable im- 
pression of Hitlerdom. Thus it is perhaps not altogether 
surprising that when Denmark and Norway were over- 
run, and the British Government consequently decided 
that it was essential to land a small army of occupation 
in Iceland, our troops were received with what was at 
best a cold neutrality, notwithstanding the assurance that 
there would be no interference with the independence 
of the country. Whatever the political factors involved, 
it is undeniable that the occupation by our troops, and 
later by the United States detachment, has brought 
considerable economic advantages to the island. Iceland 
is now preparing to enter the long night of her winter ; 
but though the heavens will be dark, “the islanders may 
well feel more lighthearted than usual, for their staple 
export is in keen “demand. As has been stated, fish and 
fish products account for all but a small fraction of 
Iceland’s foreign sales. As one after another of the 
Continental markets became closed to her, there un- 
doubtedly grew up a very natural feeling of despondency, 
not unmixed with an understandable irritation with the 
great sea power that was enforcing the blockade. 

Fortunately, that power has of late been able to do 
much to mitigate the fishermen’s lot, for relays of British 
troops brought a steady flow of purchasing power to the 
island’s little towns. Indeed, Iceland’s economic position 
under war conditions compares so favourably, not only 
with that of other neutrals but with her own peace- 
time experience, that it is distinctly unpalatable to hear 
that Iceland has decided to lay up her entire deep-sea 
trawler fleet because the owners say that the new British 
price control and import tax render fishing unprofitable. 
This matter of a fair price is one on which no outsider 
can venture an opinion, but the statistics quoted overleaf 
do tend to suggest that the Icelanders must be seeking 
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to exploit to the uttermost a state of affairs through 
which they have already benefited considerably. It is 
to be hoped that a mutually satisfactory arrangement 
will be reached, since amicable trade relations are a 
necessary condition for the creation and maintenance of 
friendly political relations. 

Before the war, Iceland’s export markets (apart from 
Great Britain) were mainly in Germany and Scandinavia, 
which between them accounted for over 40 per cent. of 
her sales. The cutting-off of these outlets was a serious 
matter, but the table given below shows how quickly 
the loss has been made good : 


EXxPorRTS (THOUSANDS OF KR.) 


Jan./July, 
Country 1939 1940 1941 
Germany ‘ie 7,608 — — 
Scandinavia .. 23,079 6,253 1,242 
Great Britain .. 12,269 91,333 93,927 
U.S.A. ne 7,747 18,153 12,795 


Total Exports to 
allmarkets.. 69,654 132,908 110,990 

Since October to December are the biggest export 
months, this year’s sales are certain considerably to 
exceed even the exceptional figure attained in 1940. At 
the present rate, indeed, the full twelve months’ exports 
should exceed Kr. 250,000,000. 

As the table clearly indicates, it is British purchases 
that have made all the difference. Our trading relations 
with Iceland have, in fact, now assumed a relative im- 
portance not exceeded since the Bristol merchants 
acquired something like a monopoly in the 15th century. 
On the other side of the account there is also considerable 
improvement, so far as our export restrictions will allow. 
Even before the outbreak of hostilities we were the chief 
suppliers—with Germany a close second—but in 1940 
we doubled our sales at Kr. 32,000,000, compared with 
Kr. 16,000,000 in 1939. In the first seven months of 
the present year our exports have already totalled nearly 
Kr. 39,000,000, or more than three times the comparable 
figure for 1940. In addition, the exclusion of the Con- 
tinent has naturally stimulated a considerable increase 
in trade with the United States. In 1940, U.S. exports 
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to Iceland amounted to Kr. 20,000,000, against only 
Kr. 2,000,000 a year before, and the figure should be 
considerably increased this year. 

Iceland’s balance of trade has become strongly 
favourable, which it never used to be. The favourable 
balance of external trade, added to the sums that are 
being spent by the British and the Americans on the 
island, should produce a very healthy addition to the 
island’s exchange resources. The deposits of the three 
big banks have swept up from Kr. 79,000,000 in January, 
1940, to Kr. 179,000,000 last July, while already the 
“position towards foreign countries ’’ has over the same 
period moved from a deficit of Kr. 12,000,000 to a surplus 
of Kr. 120,000,000 (about £4,500,000). This is an ex- 
tremely satisfactory state of affairs for a country whose 
population is only some 120,000. 

What of the future? The events of the past two 
years have shown Iceland, as they have shown everybody 
else, that the small nation cannot stand alone. As 
for Great Britain and the U.S.A., events have made it 
plain to them that Iceland has become a vital point in 
the North Atlantic, a point that neither Power can afford 
to see in enemy hands or under enemy domination. At 
first sight the distances that divide Iceland from the rest 
of her fellow free nations would appear to set a narrow 
limit on closer relations. It may be that, after hostilities 
have ceased, the U.S.A., separated by 3,000 miles of 
sea and not greatly interested in the trading possibilities, 
may confine herself to an attitude of passive goodwill 
and leave the development of more active relations to 
Britain. It is too early, however, to make any pre- 
dictions. The future will, to a great extent, be affected 
by the development of air transport and also by the 
development of Canada, parts of which are only 1,400 
miles from Reykjavik by aeroplane. The present 
prosperity and new-found importance of the island may, 
therefore, prove to be more than a mere transitory war- 
time phase. Before many years are past, Iceland may 
come to enjoy the importance and prosperity that result 
from being a key point on a world trade route. 
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“Les Fonds D’Egalisation Des Changes, et Leurs Fonctions 
Economiques” 
By Dr. PauLa Horwitz, with preface by F. W. 
Paish. (I. Roth & Cie, Lausanne.) 


For the moment, the Exchange Equalization Account 
regime has of necessity been superseded by war-time 
exchange restrictions, but that does not mean that this 
work will be useful only to students of the past. Sooner or 
later, as Mr. Paish points out, a new international 
monetary system will have to be created and only by a 
most careful study of the results of past experience can 
we hope to learn how to set up a more promising inter- 
national monetary system or to manage it once it is 
established. There is no doubt that the exchange fund 
system will provide at least the first step towards any 
future international monetary arrangements. As Miss 
Horwitz shows, the Exchange Equalization Accounts 
regime, originally established as a purely crisis measure, 
was able to adapt itself to changing circumstances and in 
its perfected form provided a monetary system scarcely 
inferior to cther systems, such as the gold standard, which 
had preceded it. In more favourable circumstances, the 
stabilization funds operating within the framework of the 
Tripartite agreement, might well have formed the basis for 
a durable system of international monetary collaboration. 
The book is a valuable addition to the all too scant 
literature on the working of exchange funds, particularly 
in their effect on the internal credit position, and is 
extremely well documented. 


“Trustee Savings Banks Year Book, 1941” 
(Wyman & Sons, Ltd. Price 3s. 6d.) 


During the past year the aggregate funds of the 
Trustee Savings Banks registered a record i increase of over 
£29 millions and at the end of 1940 exceeded the sum of 
£332 millions. This amply demonstrates the value of the 
work of the trustee savings banks in the war savings 
campaign, which is the subject of a special message from 
the Chancellor in this eighth edition of the year book. In 





a 


addition to special articles, the publication provides as 
usual a comprehensive survey of these national institu- 
tions and of the disposition of their funds. 


“Nazi Europe and World Trade” 


By CLeoNA Lewis. (The Brookings Institution, 
Washington, D.C. Price $2.00.) 


The author analyses the trade of Nazi Europe—the 
area now more or less effectively controlled by Nazi 
Germany—on the basis of experience in the two pre-war 
boom years, 1937 and 1929. The position of all the 
principal foodstuffs and raw materials is examined 
individually. The dominant conclusion is that, though 
roughly half of the external trade of the countries now 
within the German system went to other countries in the 
area, Nazi Europe taken as a whole has always been a 
net importer of food and raw materials on a considerably 
larger scale than its net exports of manufactures. The 
large gap between commodity imports and exports has 
been bridged by international receipts from many sources, 
which would undoubtedly be prejudiced should Germany 
succeed in retaining control of the area, necessitating 
important changes in the area’s commodity trade. The 
difficulties involved in the export-import problem, it is 
suggested, would probably lead to the imposition of a 
comprehensive system of controls over external trade. 


“The Law of Stamp Duties” (Alpe) 


Revised and enlarged by A. L. GOODMAN and STANLEY 
BorRIE. (Jordan & Sons, Ltd. Price 25s. net.) 


This is the twenty-third edition of a work which 
originally appeared as long as fifty years ago and has 
ever since been recognized as the standard work of 
reference on its subject. Since the publication of the 
previous edition, the whole of the text has been revised, 
and a new typographical system adopted. All the 
modifications of the law relating to stamp duties effected 
by recent legislation are incorporated in the appropriate 
places, and reference is made to all relevant cases which 
have been decided in the Courts. Among other decisions, 
the complicated provisions relating to relief from Stamp 
Duty in certain cases of company reconstruction were 
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considered in the case of Lever Bros. v. Commissioners. 
Though the work is not an official publication, the fact 
that Mr. A. L. Goodman is himself a member of the 
Inland Revenue Department is sufficient guarantee of 
its authoritative character. 


“Public Investment and the Trade Cycle in Great Britain” 


By BRETHERTON, BURCHARDT AND RUTHERFORD. 
(Oxford University Press. Price 30s. net.) 


AT first sight, the problems of the peace-time trade 
cycle may seem a far cry from the economic problems of 
war. Actually, the results of this investigation—the first 
statistical analysis of the size and timing of public works 
in this country and their actual effects on employment— 
should prove of great value for the period of post-war 
reconstruction. As the authors point out, “ public 
works should count for much in any planned transition 
from war to peace, even though more extensive measures 
may be needed to . . . make the transition as smooth 
as possible. . . . Possibly a permanent extension of the 
field of public investment after the war may enlarge the 
scope and potential effects of such a policy, while... 
it is conceivable that private investment as a whole will 
in future be subjected to more direct State control, 
particularly if war-time industrial organizations remain 
in existence.’’ Monetary policy as an instrument of 
boom and slump control, in other words, can usefully 
be supplemented by an intelligent direct control of 
investment. This being so, valuable practical lessons 
can undoubtedly be learnt from astudy of past experience 
such as this. The authors’ analysis deals with expendi- 
ture on construction by the central government, local 
authorities and semi-public enterprise, and they discuss 
the secondary and tertiary, as well as the primary, effects 
on employment of such expenditures. In the process, 
they make a useful contribution to the economic history 
of the inter-war period in one of its most controversial 
aspects. Much of the factual material presented—such 
as the sections on local finance, the electricity grid and 
London Transport—is not readily available elsewhere, 
while a great deal of useful information is collated in the 
statistical appendices. 
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Palestine Banking 


ANKING conditions in Palestine during the past 
Byes have been more favourable than could have 

been expected. Deprived of her staple exports, 
citrus fruits, cut off (though, as it fortunately proved, 
only temporarily) from the important supply centres 
east of Suez and the U.S.A., with immigration of men 
and means at their lowest level for many years and no 
tourist trade, the prospects for Palestine seemed for 
a while definitely gloomy. Owing to the remarkable 
development of agriculture during the last two decades, 
and particularly to the expansion during the present 
war, little fear existed of a state of actual starvation 
(such as was experienced during the last war). But 
widespread unemployment was expected, with much 
suffering for wide sections of the population. 


Events fortunately took a better turn than even 
optimists dared to hope. After the collapse of France 
and the spread of war to the Mediterranean, the Govern- 
ment, whose war controls had hitherto been restricted to 
foreign exchange, import licencing and prices, now 
launched a vast building programme involving at least 
£P.2} millions. Gradually, control was extended to the 
import trade in wheat, flour and sugar, which are now 
practically a Government monopoly. More recently, 
a War Supply Board was set up for the two-fold purpose 
of securing the fullest possible employment of local 
industry within the Eastern Group (New Delhi) Con- 
ference, while at the same time making a valuable 
contribution to the prosecution of the war. Though 
it is too early to judge the effectiveness of these measures, 
the active intervention of the Government in the 
economic life of the country is the most remarkable 
feature of Palestine’s adjustment to war conditions and 
is bound to have a lasting effect. 

Even more extensive than Government spending 
was the outlay of the Army for construction, supplies 
and services; altogether these amounts compensated 
to a large extent, if not fully, for the loss to the national 
income and the balance of payments due to war 
conditions, 
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The balance of payments for 1940 is estimated as 
follows : 
£P millions £P miilions 
Imperial Grant to Government 2 Adverse Trade 
Army Orders to Industry... 1.0 Balance .. 8.6 
2 


Construction ms 
Pay to Soldiers and Ser- 


No) 


” 


vices .. oe ax 2.5 
Capital Imports se ia 4.5 
£P’. 12.0 


It must be borne in mind that only part of the credit 
items above can be reckoned as national income, namely, 
the balance after deduction of the imported raw materials, 
etc. The actual loss to national income due to such 
factors as the loss of export markets during the first 
twenty months of the war was estimated at £P.8,250,000, 
against {P.4,250,000 of net income in Government and 
Army expenditure, thus leaving a net loss of £P.4,000,000. 
This loss was partly made up by capital imports of 
immigrants and Jewish public funds. 

The nominal national income is thus estimated to 
have decreased only slightly. According to Dr. L. 
Grunbaum’s recent investigation (National Income and 
Outlay in Palestine, Jerusalem, 1940), it totalled in 
19360 £P.33,282,000 ({P.24.3 per person—fP.46.2 for 
the Jewish and {£P.15 3 for the Arab section of the 
population). Taking into consideration the growth in 
population since 1936, the per capita income for 1940 
~yould be £P.38 and {P.14 respectively for the two 
communities. 

The depression in export trade and other adverse 
factors were reflected in continuous reduction in the 
volume of credits from {P.13,387,000 in March, 1940, to 
{P.10,998,000 a year later, a decrease of 18 per cent. 


Bank Deposits Demand Credits Credits 

~- ~ A--— ——---~+ Depts. Out- as %, of 

Demand Time Total as % standing Deposits 

£P. £P. £?. of total £P.000 

june 1939 15,415,237 4,757,207 20,174,444 77-7 13,854 63-3 
March 1940 14,537,147 3,244,595 17,781,742 83.2 13,387 68.7 
June 1940 11,835,699 2,784,214 14,722,913 82.8 12,637 77-5 
Dee 1940) 13,030,235 2,718,313 15,745,551 84.2 11,4006 65.6 
March 1941 14,928,244 2,811,776 17,740,020 85.5 10,998 55.8 
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There was, nevertheless, a simultaneous increase in 
the circulation of currency, from {fP.8,542,000 to 
{P.13,306,000, i.e. by 56.5 per cent. This increase was 
due to various causes, among which the presence in 
the country of a large army with a considerable need 
for cash money ranks first. Larger cash reserves were 
also held by wide sections of the population. The 
farmers, too, previously accustomed to hoard their 
earnings in gold, now had to keep the income from 
their crops and from their labour on public work in 
currency. In Syria, Palestinian money was hoarded as 
an “inflation hedge.” 


It will be seen that bank deposits also showed an 
upward trend on balance. The instability attached 
under the present uncertain conditions to so high a 
percentage of demand deposits (85.5 per cent.) compelled 
the banks to maintain a high rate of liquidity. In March, 
1941, this was as much as 44.2 per cent., as measured 
by the ratio of credits to deposits; of the credits, 
moreover, three-quarters were for periods of less than 
a year. No figures are yet available for deposits since 
March, 1941, but it is reported that there were no 
noticeable withdrawals during the anxious days after 
the campaigns in Greece and Crete; nor have the 
transfers of capital to London and other parts of the 
Empire affected the above trend to any substantial 
extent. 


The net balances of banks with their head offices, 
branches or other banks abroad increased from 
£P.4,736,000 in March, 1940, to £P.8,266,000 in March, 
1941. Their investments simultaneously decreased from 
£P.2,797,000 to £P.1,506,000, i.e. by £P.1,291,000, thus 
leaving a net increase of £P.2,239,000. The Currency 
Reserve Fund,which stood in March, 1940, at £P.8,542,000 
(and at {P.9,711,000 in September) increased to approxi- 
mately £P.11,000,000 a year later and still further 
during the following months. Thus, an additional 
amount of not less than £P.5,000,000 of Palestinian 
funds was directly and indirectly invested abroad, 
presumably largely in War Savings Bonds. Though 
these funds are not entirely Palestinian—-part of them 
being derived from Imperial Funds—this investment may 
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be considered an important contribution to the war 
effort by so small a country. 


Long-term credits for industrial development and 
consolidation continued to be granted by a consortium 
consisting of the Jewish Agency, the Anglo-Palestine 
Bank and the Palestine Industrial Bank. During less 
than three years (until October, 1940), 96 ten-years 
credits were issued, totalling £P.77,500. Other funds 
of the same consortium catered for small industries 
and provided for the purchase of raw materials or the 
finance of exports from Palestine. Though the total 
amount of these loans was not great, their beneficial 
effect on a number of undertakings should not be under- 
rated. 

Government revenues and expenditure for 1940-41 
proved considerably more satisfactory than was 
anticipated : 


Estimate Actual 
£P.000 £P.000 
Revenue : 

Local Sources i as 4,194 5,210 
Grants ss - ee 4,242 3,290 
Total ™ Ss 8,436 8,500 
Expenditure - os a 8,679 7,520 
jalance... “a _—243 +979 


It will be seen that (in spite of a proposed Imperial 
grant-in-aid of £P.4,240,000) a deficit of £P.243,000 was 
expected. In the event, the year actually closed with 
a surplus of £P.979,000, although only £P.3,290,000 of 
the grant was in fact spent. This was primarily due to 
buoyancy of the revenues from local sources, which 
exceeded the estimates by over a million pounds. There 
could be no better proof of the inner strength and 
stability of the Palestinian economy under war conditions. 
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Correspondence 


The Yield of a Capital Levy 


DEPARTMENT OF ECONOMICS, 
THE UNIVERSITY, 
Sir, MANCHESTER 
The review of our “ Taxation of War Wealth,” which 
you published in your October issue, was a very kind 
one ; but there is one point in it which ought, I think, to 
be taken up. Your reviewer refers to our calculation of 
the probable net yield of a capital levy at pre-war rates 
of taxation, and quotes our conclusion that it would, 
perhaps, be equivalent to 4d. or 5d. on the income tax ; 
then he goes on to say that “at present rates of penal 
taxation on the very high incomes the yield would actually 
be negative.”’ I think this is going too far. It may well 
be the case that the argument used in our book (that even 
if a capital levy is only anticipation of future revenue, 
nevertheless such anticipation must be a net advantage to 
the Exchequer) is not conclusive ; later discussion does 
seem to have shown that cases are possible in which the 
imposition of a levy on a particular estate might involve 
the Exchequer in a net loss. For example, suppose that 
an estate of £1 million, invested in industrials, is yielding 
an average return of 5 per cent., that is, an income of 
£50,000. If half of that estate was taken by a levy, the 
gross annual gain to the Exchequer would be the interest 
on half a million of government debt—say {14,000. The 
income of the millionaire (or ex-millionaire) would be 
reduced by £25,000; the whole of this would have been 
liable to surtax at the highest rate, so that the loss in 
taxation would be £24,000. On the other hand, the 
industrial securities disposed of by the millionaire would 
have been bought by less wealthy people in exchange for 
government debt; suppose that the half million was 
acquired by 100 people in equal amounts, each of them 
giving up {£5,000 of War loan and acquiring £5,000 of 
industrials in exchange. The gain in income to each of 
these 100 people would be about 2 per cent. on £5,000, 
that is, about f{100. Perhaps {60 of this might be taken 
in taxation. On balance, therefore, the government has 
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gained £14,000 (saving in interest), lost £24,000 (original 
loss in taxation on the great estate), and gained {6,000 
(gain in taxation on the small estates). On balance it is 
{4,000 down. This is the net result of the whole transac- 
tion, since it should be observed that there is no further 
loss from Death Duties to be considered. Death duties 
are themselves a form of capital levy, and the same 
argument which applies to a capital levy applies to them. 
It is probably actually the case at the present time that 
the Exchequer loses when great estates fall in; it would 
pay the Chancellor to keep millionaires alive so as to be 
able to milk them a little longer. 

I think this argument is sound; but it should be 
observed that it is only in a strong case such as that I 
have taken that there is a net loss to the Exchequer as a 
result of the levy. It is true that a levy on millionaires 
might have this effect ; but not even the most progressive 
of the schemes for a levy which have been proposed would 
fall entirely on millionaires. I can hardly doubt that a 
levy of the kind proposed after the last war (which is what 
we were discussing) would bring in a positive net return, 
though it would certainly be very small. The important 
conclusion which seems to emerge from these calculations 
is not that a levy would be necessarily futile, but that it 
would have to fall heavily on the medium estates if it was 
not to defeat its own ends. 


Yours sincerely, 
J. R. HICKS. 


Appointments & Retirements 
Mr. F. C. Ellerton 


The appointment of Mr. F. C. Ellerton as a general 
manager of Barclays Bank is a popular and well-merited 
one which will be welcomed by the staff and his large 
circle of friends in the City. 

During the many years of chaotic currency fluctua- 
tions which followed the last war, he achieved a high 
reputation as an exchange dealer and arbitragist, which 
gained for him the respect not only of the London foreign 
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exchange market, but also of the other important inter- 
national centres of exchange activity. 

In January, 1926, at the exceptionally early age of 
34, he received his first appointment as exchange 
manager, and for a short period, in 1929, he served as 
manager of the Liverpool Foreign Branch. Further 
promotion followed in 1933, when he was appointed 
foreign general manager’s assistant, and in 1939 he 
became an assistant general manager. 

Mr. Ellerton has now been associated with Barclays 
Bank for so many years that it may not be generally 
remembered that he actually started his career with the 
London, County and Westminster Bank. Before the 
war he took a very active part in the activities of the 
Lombard Association, of which he was chairman, and 
since the war has done much valuable work on the 
Foreign Exchange Committee. 

Barclays Bank 

At the end of 1941, Mr. W. O. Stevenson, acting on 
medical advice, is relinquishing his position as general 
manager of the bank. Mr. Stevenson was previously 
foreign general manager for a number of years, being 
appointed a general manager in 1934. 

Mr. F. C. Ellerton, an assistant general manager of the 
bank, a short résumé of whose career appears above, 
has been appointed general manager as from January I, 
1942. The retirement at the end of this year, after 43 
years’ service, of Mr. L. D. Lewis, an assistant general 
manager, is also announced; Mr. J. P. Baker, a general 
manager’s assistant, has been appointed an assistant 
general manager, to date from January I, 1942. 


British Mutual Banking Company 


Sir William Davison, K.B.E., M.P., previously deputy- 
chairman, has been elected chairman of the British 
Mutual Banking Co. in succession to the late Sir Edgar 
Horne, Bt. Sir William is also a director of the County 
Fire Office and chairman of the East Surrey Water Co., 
Improved Industrial Dwellings Co., and the New South 
Wales Land and Agency Co. 
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Hongkong & Shanghai Banking Corporation 


Eastern banking circles will lose yet another prominent 
member through the retirement of Mr. C. J. Barnes, 
senior joint manager in London of the Hongkong & 
Shanghai Banking Corporation. 

After 30 years’ service in the East, where for a con- 
siderable time he was manager of the Calcutta office, Mr. 
Barnes was appointed manager of the bank nearly 10 
years ago. He is a member of the Chinese Bondholders’ 
Committee. 

Mr. Barnes will be succeeded by Mr. A. Morse, who 
previous to hisreturn from the East over a year ago, was 
sub-manager at the Head Office of the bank in Hongkong. 


Lloyds Bank 

Mr. C. J. Marlow, from Margate, has been appointed 
an inspector in the Chief Inspector’s Department at 
Head Office. Mr. C. S. F. Witts, from Cliftonville, has 
been appointed manager of Margate branch. 

At Bedford branch, Mr. D. J. Clark, from North- 
ampton, has been appointed manager on the death of 
Mr. M. A. Henderson. Mr. A. E. Jones has been ap- 
pointed sub-manager of Northampton branch. 

Mr. J. Greenwood has been appointed manager of 
Douglas (also Peel and Ramsey) branch on the retirement 
of Mr. H. Towler, owing to ill-health, after 41 years’ 
service. 

Mr. B. Morris, from Neath, has been appointed 
manager of Skewen branch. 


Martins Bank 

Mr. A. W. L. Davy, hitherto assistant manager, has 
been appointed joint manager with Mr. Charles Webb of 
Morpeth branch. 

Mr. James Halliday, hitherto sub-manager, has been 
appointed manager of Halifax branch in succession to 
the late Mr. R. B. Sutton. 

Midland Bank 

Mr. H. Wheeler, formerly joint manager of the 
Poultry and Princes Street branch, has been appointed 
an assistant general manager on the retirement of Mr. 
5. M. Sims after 45 years’ service. 
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National Bank of Scotland 
Mr. D. MacCulloch, of the Glasgow office, has been 
appointed agent at Elie branch in the place of Mr. J. 
Inglis. 
National Provincial Bank 
Mr. Ashley Skelton Ward has been appointed a local 
director for Sheffield. Mr. Ward is joint managing 
director of Thomas W. Ward, Ltd., and is also on the 
board of Park Gate Iron and Steel Co., Milford Haven 
Dock and Railway and a number of other companies. 


Union Bank of Scotland 

The death is announced with regret of Mr. John 
Macdougall, who signed official documents “ pro agent ”’ 
at Cowcaddens branch, Glasgow. 


Obituary 


Mr. Paul Lindenberg 


The death occurred at Maidenhead during September 
of Mr. Paul Lindenberg, managing director of S. Japhet 
& Co. Mr. Lindenberg, who was 72, was chairman of the 
Industrial finance and Investment Corporation, and of 
the Compass Investment Trust. He was also a director 
of several other companies. 


Mr. George Balfour 


Mr. George Balfour, M.P., who among his many other 
interests was a director of the Commercial Bank of 
Scotland, has died in a London nursing home. 

Mr. Balfour will be remembered as one of the founders 
of the Electrical Industry. As recently as January he 
was appointed by Lord Reith as chairman of the com- 
mittee set up to consider cement production. 


Sir Samuel Holt 


News has been received of the death in Montreal at the 
age of 85 of Sir Herbert Samuel Holt, chairman of the 
Koyal Bank of Canada, of which he became president in 
1908. Sir Samuel was one of the last survivors of the 
Canadian Pacific Railway pioneers, and was considered 
Canada’s wealthiest citizen. 
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Bank Buildings of Merit 
['V.—Barclays Bank 
By Professor C. H. Reilly 


OOKING over back numbers of THE BANKER to 

find which of the branches of the big banks are 

worth reconsidering is not on the whole a_ very 
inspiring business. I have not carried my _ researches 
further back than 1926, when the journal was started, 
but the last fifteen years or so should cover the best ot 
modern bank buildings in the country. By 1926 bankers 
and their architects should have had time to recover 
from the last war and look round to see what the building 
world was doing, both here and beyond our shores. 
Instead, if we had to judge from these smaller bank 
buildings alone, we should say they preferred to look 
backwards rather than to look forward and to look 
backwards a couple of centuries at least. Imitation 
domestic Georgian 1s almost everywhere the mode. 
Although steel had during this time become the deter- 
mining building material in all large structures and was 
everywhere used to save money and space, it was not 
allowed in the majority of cases to aftect the external 
appearance. The result was that smaller buildings, such 
as branch banks, in no way reflected its influence. Even 
when a steel lintol was used to bridge a doorway o1 
window opening, as one may safely say was generally 
the case, the width of such openings was still decided 
and consequently their proportions also determined — by 
what a stone could bridge with safety. 

With this attitude to architecture we do not find the 
great banks, in spite of their resources, leading the way. 
Instead they represent not only a conservative, but a 
deterrent force. This may be partly due to the fact 
that, except for the National Provincial Bank, they 
have employed a vast variety of architects all over the 
country, instead of having their buildings designed from 
a central office. Without an architectural creed to guide 
these architects, except the negative one of looking 
backwards to the eighteenth century, and without central 
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direction, except in matters of accommodation and 
fittings, it was not to be expected that the buildings 
designed to fit in with the bank’s ge neral policy would 
take the lead in the country’s architecture. They may 
have done a little better than the designers of the multiple 
shops, because these latter buildings had to be con- 
spicuous in an advertising way and, therefore, in a quiet 
street could hardly fail to be offensive. But apart from 
the branches of the bank already mentioned, few local 
banks can be said to have done much even to improve 
taste. Barclays must have felt something of this, for 
I understand they have now determined to follow the 
example of the National Provincial Bank inasmuch as 
they have secured the services of a salaried Architect who 
is therefore available to watch and supervise the archi- 
tectural side—fortunately, if rumour speaks correctly, one 
with the highest qualifications and achie ‘verents. I hear 
he is an old student of my own, Mr. A. G. S. Fidler, who 
won the Rome Scholarship and of whom [ am very proud, 
With more branches perhaps than any other bank 
(ope ning at one time I believe as many as one a week), 
it is to be wished that they had started such a policy 
earlier. Certainly my task to-day to find the good 
branches would have been easier. However, when the war 
is over, and if I am still writing these articles, there will be, 
for me at any rate, new excitement and pleasure in seeing 
what Mr. Fidler can do. I promise him, and he would 
wish for nothing else, that I shall treat him and his work 
as if he were still a student of the Liverpool School of 
Architecture, and I, once again giving my Tuesday 
morning criticism on drawings hung round the School 
walls. The same frankness shall be observed. 

The first branch I have selected is that of Horley in 
Sussex by Messrs. Mitchell and Bridgwater of Bruton 
Place, Berkeley Square. That it is designed by Mr. 
Derek Bridgwater, my son-in-law, I hope makes no 
difference in what I say or what I said in December, 
1933, When it had just been built. I then said: “ This 
little bank has been chosen first, and illustrated by a 
photograph of the interior as well as the exterior, because 
it has many features, small in themselves, but indicative 
of the modern trend of architecture and hopeful for its 
future in this country. In the first place, this is a simple 
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brick structure which takes its stand without any ostenta- 
tion, but with complete surety in the village street. It 
is a quiet, serious building, not much bigger, but much 
stronger, than its gabled neighbours. Where, however, 
it strikes a new note among small banks is in its detail 
One could not say of that detail that it is a reproduction 
of Oueen Anne, Early or Late Georgian, Victorian o1 
Edwardian design. It is detail which could not have 
been designed at any time save in this decade. To my 
thinking too it is detail which, while quiet and dignified 
like the best of any comparable past style, gives a new 
air of efficiency which no resuscitated detail from othe 
days could do. The metal windows, for instance, with 
horizontal bars, a little reminiscent perhaps of a modern 
school or workshop, suggests very clearly this post-war 
era, When the world, and particularly I should imagine 
the banking world, is facing new and difficult problems, 
and facing them with courage unhelped by any 
masquerade to keep that courage up. This_ plain 
rectanguler front secms to look out through these windows 
with the fewest vertical bars to break the line of vision, 
and yet without the baldness of plate glass, with a new 
confidence. The building relies, as all good buildings do, 
on the character of its mass, and the mass here is plain 
and strong in pleasantly coloured brickwork, with an 
occasional flush band to enforce the grouping of doors 
and windows. The latter are a purely logical statement 
of the requirements, being of the most efficient size and 
shape for the rooms they serve. The little fanlights over 
the doors are the only thing which seem to contradict 
this, having a Georgian playfulness perhaps a little out 
of character. The lettering, too, which is in the finely- 
drawn and spaced letters this bank now uses, for the first 
time looks a little weak. This simple logical front seems 
to call for a simpler and stronger block type of letter. 
In the interior the same note of seriousness and efficiency 
is to be seen. There is, for instance, no circular wreath of 
lowers in the ceiling such as one sees in a modern Georgian 
interior as if modern banking required this Bacchi 
emblem.” 

And so the appreciation goes on for a page yet and 
[ still agree with it, except in my praise of the courage 
shown in those years of peace. Looking back to-day at 
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dozens of photographs of Barclays Banks up and down 
the country in the last fifteen years, for THE BANKER 
has produced a great number of my articles upon them, 
I am sure that this Horley branch is the most sensible of 
them all, as well as being one of the few showing signs of 
what may be called contemporary design. That is why I 
have once more placed it first. The other two are more in 
the Georgian manner and have not, in my opinion, 
lasted so well. Indeed they seem already a little faded, 
whereas this Horley branch, not pretending to reproduce 
any past style, is as fresh to-day as when it was put up 
nine years ago. 

My next choice is a little one-storey lock- up branch 
at Solihull, near Birmingham, by Messrs. Peacock and 
Bewlay, of that town. With its urns and its elaborate 
overdoors it aims not only at attaching itself to the 
Georgian tradition, but to the more ornate side of that 
tradition. Of its kind this little bank is very well done, 
and in 1931 I was clearly very pleased with it. I confess 
it does not excite me as much to-day, though I still see 
its good points and hope I always shall. This is what 
I then said : Here everything has been very carefully 
kept small and refined in keeping with the surroundings 
The bricks are thin two-inch ones, the windows, doors 
and overdoors are delicately modelled in wood and tlie 
cornice is merely suggested, as has been already mentioned. 
The result of all this restraint is a most admirable little 
front. The two enriched door heads, one at either end, 
graceful and charming in themselves, and the two urns 
frame in the building, while the three well-drawn Georgian 
windows in between signify the big hall without in anv 
way competing with the doors. The hipped and tiled 
roof, with well-marked vertical lines in the tiles con- 
trasting with the general horizontal character of the 
facades, still further unifies the little building. Beyond 
these main ideas, however, there are one or two minor 
details which prove that this little bank is by no ordinary 
designer. It will be noticed how cleverly the parapet 
above the cornice, itself very necessary to give sufficient 
breadth to the front, is slightly reduced in thickness at 
the ends to emphasize the central portion on which the 
words “ Barclays Bank ’”’ are placed in gold letters. In 
this way these words are made a definite part of the 
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design as they should be if they appear at all. Placed 
and emphasized as they are by the reduction of the 
brickwork of the parapet, it will be seen that they form 
a triangular composition with the two door-heads, the 
eye being thereby naturally led to them. Another small 
refinement is the way, below the three window sills, the 
brickwork has been slightly set in. This seems to give 
the effect, with the white window frames to carry on 
the lines, of four wide brick pilasters running up towards 
the cornice, but without their really being there. If 
they were they would overload the front entirely, but 
the suggestion of them is admirable.”’ 

Then, of a more severe Georgian type and as a last 
choice, I have selected the East Sheen branch by Mr. 
Jolin Shepherd. This branch, not at all by the architect’s 
fault I am sure, suffers from that public-house defect 
of a canted corner entrance to entice customers in. I 
do not know whether it does that or not. It would not 
entice me, but I do know that such a canted corner not 
only means spoilt rooms inside, but a weakened and 
spoilt exterior. Mr. Shepherd, by carrying through his 
main lines and ideas almost as if the canted corner does 
noi exist, has done the best possible. A lesser architect 
would probably have emphasized either the door or the 
window in it and so have still further spoilt the building 
as a Whole. This is what I said in 1934 after referring 
to the difficulty of the corner entrance and to the wisdom 
of Mr. Shepherd’s treatment of it. “‘ He has left it” 
the cut-off corner —‘ clean cut as it were from his block. 
This effect is heightened and the whole building given 
more dignity by the way in which he has allowed his 
brickwork to run down between his arches to his impost 
mouldings unbroken by dividing cornices or bands. 
Indeed, it is rather subtle the way in which he has not, 
while introducing stone bands to form a background 
to the letters giving the name of the bank, allowed these 
bands to cut up his building. Each piece of stonework 
is cut short and the brickwork allowed to flow round it. 
The result is a finely-proportioned brick storey above 


a stone base.” 











